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Should Sterling Be Up-valued ? 


By ROY HARROD 


This case for Revaiuation is based partly on a critical studs 


ef the 1949 Devaluation, 


ERE ARE situations in which de- 
iiuation of a currency is the best 
iy out of difficulties. Was the situ- 
on in 1949 one of these? If it was, 
should have to be very chary 
ut reversing the process. But if 
was not the correct remedy, if it 
as One forced on us as an expedient 
r getting out of some immediate 
ind perhaps short-lived difficulties, 
then we can consider reversing the 
process with much less misgiving. 


There are various possible reasons 
shy devaluation may have to be 
accepted as a correct and permanent 

ire. For instance, if inflationary 
forces have been at work and costs 
have been successively raised, so that 
the currency has come to have less 
purchasing power over goods, then 
t may be wise to accept the situation 
aS it is and give the currency a new 
‘fficial value at a lower level in terms 
f other currencies. 


But was this the situation in 1949? 
We all know that British costs had 
risen very much. The whole question 

how much? As it was a question 
devaluing the pound against the 
ilar, the main point is, how much 
ad costs risen in the United States? 
ihey had had inflation there too. 
Had British costs risen much more 
than in the United States? 


_ In fact they had not. Wages in the 
United States had risen since before 


Ws causes 


and consequences 


the war 46 per cent. more than ours. 
(This figure allows for the fact that 
the rate of exchange of 4.03 dollars 
to the pound, which had been ruling 
for the ten vears prior to devaluation, 
was itself about one-sixth below the 
pre-war rate of exchange). It may 
be the case that wages could increase 
by 46 per cent. in the United States 
compared with our own, without 
raising their costs compared with 
ours, simply because their product- 
ivity had risen that much. But we, 
too, had had some rise of product- 
ivity here. On the face of it, this 46 
per cent. rise in United States wages 
compared with ours would suggest 
that it was they, rather than we, who 
were due to have a devaluation of 
their currency. Anyhow, it is diffi- 
cult to believe that we were due for 
One On this score. 


Another way of approaching the 
matter is by looking at the balance of 
trade. If a country’s costs are too 
high, that should show itself in an 
adverse balance of trade. It seems 
that in 1948 and 1949 together, Brit- 
ish foreign trade was in overall bal- 
ance, quite apart from Marshall Aid, 
which actually gave us a surplus on 
overall account. Then in that case 
there was surely nothing wrong with 
the external valuation of the currency. 
If, at the rate of 4.03 dollars to the 
pound, we could export enough to 
pay for our imports, there would 


Broadcast, B.B.C. Third Programme, (The Listener, August 9, 1951) 
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seem to be no case for saving that 


Our exports were impeded by an 


over-Valuation of the pound 


There wus, however, a deficit on 


Britain’s dollar trade. But so there 
has been before the war—a bigger 
one And so, probably, if foreign 


trade ever settles down again into a 
regular pattern, there always will be 
It is not natural or right that each 
country should have an exact bal- 
ance of trade with every other area 
taken separately 


One may approach the matter also 
from the point of view of full em- 
ployment. If a country is suffering 
from severe unemployment, and has 
not too good a balance of trade, it 
may be needful to stimulate exports, 
and thereby employment, by deval- 
uing the currency, as a prelude to or 
concomitant of other measures 
designed to stimulate employment. 


But in 1949 we had no unemploy- 
ment. On the contrary, we were 
suffering from labour shortage and 
inflationary pressure. In these cir- 
cumstances devaluation is quite the 
wrong sort of remedy, It must have 
some tendency to add fuel to the 
flames of inflation. 


The basic features which might in 
normal circumstances justify devalu- 
ation are therefore—costs having 
become too high, the trade balance 
being adverse, the economy suffering 
from unemployment. None of these 
features was present in 1949, and 
from each of these points of view 
devaluation was a step to 
take 


wrong 


Why Devaluation Happened 

Why then was it done? 

First there is the psychological 
aspect of the matter. Already in 
early 1949 there was anxiety in the 
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United States about what wo 
happen when the period of Mars! 
Vid came to an end. Where the B 
ish Government may have failed 
In not pointing convincingly enou 
to Measures being taken that w 
bring all to balance when Mars 
\id was over 


{he Americans felt that they 


bring their own minds to bear 
this problem. They suggested 

we meaning by this somett 
broader than Britain herself-—she 
try devaluation. This would help 
ports to the dollar area and 

tend to close the “dollar gap,” wh 
Marshall Aid was temporarily fill 


It was the active canvassing of 1 
idea in the United States early in 
year 1949 that made people all « 
the world think that devaluat 
would probably come. Once 
got this idea into their heads, it 
came inevitable. 


Burden of Sterling Balances 

The other aspect of the story g 
deeper. Britain is a world-wide 
banker. Her position had been mac 
somewhat vulnerable by the 
accumulation of foreign-held sterling 
balances abroad during the war, 
when Britain had obtained goods 
and services from other countries 0! 
credit. If devaluation was to | 
avoided, there should have been 
more businesslike handling of the 
claims. 


gTeai 


There was at this time a worid 
wide dollar shortage. Instead of the 
natural triangle of trade developing, 
by which Britain would acquire dol 
lars from third parties to pay for he 
normal deficit on direct account wit 
the dollar area, she was 1n an exacll 
opposite position. She had to pa! 


out dollars, not for herself alone, bu 
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thers. Her position as a world- 
banker meant that a sizeable 
of the world-wide dollar short- 
mpinged upon her: where she 
a creditor on trade account, she 
{ not get paid in dollars, but she 
paid off in her own old sterling 
had been accumulated by 
at an earlier date. Where she 
i debtor, her creditors insisting 
lar payment. It was funda- 
tally Britain’s world wide bank- 
position, and not her trading 
tion, that forced her to devalue. 
he point I want to emphasise is 
levaluation was fundamentally 
a remedy for Britain's own dis- 
dlibrium, but a remedy which, 
ough in equilibrium herself, she 
to adopt tn order to get the 
le world to rectify its position on 
‘ar account. 


Chat being the situation, what was 
tluation expected to achieve? 
obvious point is that it was to 
ig the run on sterling to an end. 
s it successfully achieved 


Caution in Revaluation 


But clearly this is not relevant to 
long-run effect and justification 
devaluation. It does, however, 
“ve a reason for caution now. Pre- 
tate revaluation might convert 
bulls into bears again, and that 
uld be a grave matter. It means 
t we should proceed very 
iuously, by small steps, feeling 
way forward; we must not go 
nd the point at which there are 
least as many people who think 
t sterling will move still further 


vards as think it will relapse 
nwards. 
Secondly, devaluation was ex- 


ted to achieve a permanent 1m- 
vement in our trade balance and 


particularly in our dollar balance. 
How have things turned out? British 
exports to the dollar area only rose 
from $771.000,000 to $882,000,000 
between 1948 and 1950. This was 
a very poor increase. Considering 
that there was a most active export 
drive during this period to promote 
dollar exports, it might be thought 
that this increase could have been 
achieved without devaluation. If we 
look at our total exports, as distinct 
from our exports to the dollar area, 
the dollar value of these actually 
dropped slightly. 


This does not mean that the de- 
valuation did not stimulate exports. 
It did. The volume of our exports, 
that is the quantity of things sent 
out, increased between 1948 and 
1950 by no less than 28 per cent. 
[his was a most heroic effort. It 
meant that something like 11 per 
cent. of the total manufacturing 
capacity of the country, in all tts 
various shapes and forms, must have 
been devoted to sending out these 
extra exports. The trouble ts that all 
this mighty effort is not bringing 
home any result to Britain. The in- 
creased volume of exports is offset 
by the lower dollar prices at which 
we have had to offer the exports. 
If we take the prices for our exports 
and those for our imports ruling in 
1951, our vastly increased volume of 
exports did not buy us any more im- 
ports. That is why I say that de- 
valuation has been a woeful failure. 


Banking Position Improved 
Meanwhile, our banking position 
has improved out of recognition. 
Part of this is due to the capital 
movements, which are ephemeral. 
A substantial part is due to the im- 
port restrictions which were intro- 
duced before devaluation The 
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arrangement for a European pay-_ Sterling Integrity 
ments union has contributed some- 
thing. Most important of all are the 
higher prices obtained for the outer 
Sterling area exports of material. 
We have had a large influx of gold. 


As this is bound to be a master 
of international controversy, 
some nations may possthly obje 

British revaluation, we oueht 
take a firm stand on a princip! 

Mr. Gaitskell has told us that the @solutely impregnable validity 
net gold balance is declining and should say that we are absoli 
may decline more. But so long as determined to prevent the valu 
the emergency situation continues, eur currency. the British p 
we can count on the whole sterling sterling, deteriorating in term 
area gold balance not deteriorating goods, This is a_ hife-and- 
back ‘to the situation of 1949. Behind matter for us. We are pert 
all is the vital fact that the world- ready to co-operate with othe 
wide dollar shortage, which was the prevent a world-wide inflation of 
main reason for devaluation, has prices, if that can be done. Bul 
greatly abated for reasons quite un- the extent that it cannot be done, or 
connected with it. is not done, we should take [ 
stand that we will not allow a cd 
ioration of sterling. We should m 
a world-wide rise of prices by rais 
the external quotation of sterlin 
that, when these prices are expressed 
in Sterling they are no higher, or not 
seriously higher, than in 1949. \\ 
cannot be wrong to insulate ou 
selves from a world-wide inflation 


But as producers and traders we 
are suffering terribly in two ways. 
Most important ts the strain on our 
factory capacity in having to produce 
this vast volume of extra exports to 
get no more imports than before. 
We just cannot continue to do this 
and have an effective arms pro- 
gramme as well. 

Of course we should push forwar 
with international co-operation; 
that takes time to bring any results 
and these next two years are vital to 
us. Either we shall or shall not 
able to produce the arms we aim i 


Secondly, the rising prices of our 
imports are raising the cost of living, 
thereby giving rise to fresh wage 
demands, and there 1s serious danger 
now that we may have a spiral of 
upward-moving prices and wages, Sy ee 
a most frightful evil which we man- Producing; either we shall or shail 
aged to avoid even in the second t be involved in that horrible e\ 
war. of spiralling inflation. For thos 
two purposes we must do our utmo 
to conserve the commodity value « 
sterling at a stable level. In the lor 


It is fair to say that the worsening 
in the terms of trade is not wholly 
due to devaluation but partly to the Sgt: Page a 
higher prices of many things we im- 'U" this will serve the interests 
port as the result of the Korean out- other countries, too. The devaluati 
break. That is no reason for not 0 1949 was forced on us in peculiar 
correcting that part which is due to circumstances, it put sterling oul 
devaluation by a revaluation, and we 9 equilibrium) with other countri: 
might even push the revaluation to Now that the special circumstanc: 
the point of offsetting some of. the of 1949 are past, we should begin 
other effect also. reverse the process. 
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Import Price Relief Coming ? 


A favourable forecast that figures for July trading support 


ANALYSIS OF THE U.K. import run down and in the first half of 
n the first half of 1951 leaves this year attempts were being made 
mpression that the chances of to replenish them. 

relief in the cost of imports But even allowing for this, it is 
perhaps greater than many fairly plain that the import bill has 
te have realised. It is difficult mainly been swollen by the rise in 
v precisely how far the added commodity prices In fact about 
have simply reflected the boom — one-half. of the rise of £577 million 
commodity prices. But the shown in the fable was the result of 
ving table makes it clear the increased cost of timber, cotton, 





igh in a rough way: wool, oils and fats, rubber, and 

INCREASED COST OF paper-making materials. Apart 

U.K. IMPORTS from timber and wood-pulp, the 

six months 1951 compared with prices of these materials have all 

wen villiony (%) fallen heavily from their peak 

imports 377 45 Rubber has dropped about 30 per 

drink und cent. and wool over 40 per cent 

cco. 119 . since ‘ ebruary. Oils and fats and 
natertais 335 1 : 
oe gas 133 44 cotton are % _ cheaper 


Alt though she amount of these raw 
materials bought at the oe prices 
1S alate quite small, re drop in 

wld prices should have an appreci- 


hle offec the ; a S 
able effect on the cost of imports. 


Wa ¢ 


of the increase in the cost of 
rts between the first half of 


1d the corresponding n 10nths 


. ‘ ws the sult of Vee If, there ts no further large increase 
Ute COST O] LOOG ANG raw in Vv ume. the tot il cost may well 
erials 


gin to fall in two or three months 
an answer to a Parliamentary and continue at this lower level to 
Stion, it Was estimated that the the end of the year. The following 


uMe of imports rose by 10 per table shows how far the rise in total 


| 


over the same period. In the imports has been the result of food 
half of 1950 stocks were being and raw material costs 


L.K. IMPORT BILI 
{ Millions) 


Ra 
Total } Materials 
September 193.9 69 ¢ 76.6 
October 273.0 RRO R4 |} 
November 2349 89.2 94.2 
Decembe 239.3 89.9 100.9 
January 297.9 8.4 137.7 
February 247.8 87.4 108.0 
March 303.4 98.3 142.3 
April 311.5 109.8 130.4 
May 338.0 120.2 139.3 
June 357.5 122.7 149.9 


Manchester Guardian, July 21, 1951 
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FOUR POINTS AGAINST STERLING REVALUATION 
This case for revaluation has to meet strong arguments which tell in th 
opposite direction 
(1) One of these is that a revaluation of the pound to a higher fixed rat 
of exchange against the dollar might well turn speculation against the poun 
ind thus endanger the gold and dollar reserves 
The E.C.E. Economic Survey of Europe in 1950 suggests revaluatior 
upwards of European currencies combined with flexible exchange rates. T} 
advantage of this course would be that it would enable the authorities, wit 


the Jarge resources at their disposal, to defeat unfavourable speculati 








But it must be remembered that. although Canada has adopted a flexi 
exchange rate. to do so is an infringement of the Bretton Woods agreemen 
such an infringement may be tolerated in the case of local currency such 
the Canadian dollar when it would not be tolerated in the case of the pour 
sterling with its extensive importance in internatienal trade 

fhus the loss would be greater than the gain if an attempt were mad 
by instituting a flexible managed exchange rate between the pound and 
dollar. to remove the danger to the sterling area reserves from speculate 


which would be caused by revaluation to a new fixed exchange rate 


Moreover, it is generally considered that the present reserves al 
too small to allow the exchange value of sterling to be held reasonab 
steady in the tace of capital movements 

Z Anotner argument against evaluation is that b reduc o A 

Anot! imen i revalu I ha \ fucin 
sterling price of gold 1 would weaken South Africa’s willingness to pa 
gold for imports from the United Kingdom and other sterling countrie 


and would probably lessen the readiness of the South African Governmer 
to follow external trade policies favourable to the United Kingdom 

(3) It is possible to argue that it would be “dishonest” to raise tl 
valuation of sterling in terms of dollars when balance of payments difficultie 
can be avoided at the present exchange rate only by imposing restriction 
on international transactions. and when it 1s generally accepted that revalua 
tion would not improve the balance of payments. It seems doubtful whethe 
t is useful to discuss this argument from an ethical standpoint. More 
the point is the attitude of the United States. It is very apposite to notic 
that the United States could use the argument of the desirability of gaining 
more favourable terms of trade to support a policy of raising the valuatio 
of the dollar in terms of the pound 

Further, revaluation so soon after the drastic devaluation would have 
ome of the effect in undermining confidence in stable exchange rates whict 
is such a grave objection to the idea of making the sterling-dollar rate 
flexible 
4) Revaluation can also be opposed on the ground that the present 
exchange rate provides a natural stimulus for the development of new 
sources of supply for goods which would otherwise have to be obtained 
from dollar countries. and that this is desirable in the interests of establish 
ing a satisfactory pattern of trade in the future 


t 





From The Sterling Area--ll, Policy and Prospects, Planning No. 322, P. E 
London, August 12, 1951 





DIVIDENDS AND WAGES 

In 1950. the personal income total (U.K.) was £11,042m. (compared 
with £10.807m. in 1949). of which £4.611m. was in wages (£4.370m.), 
£2.552m. in salaries (£2.400m.). and £543m. in dividends on Ordinary 
shares (£533m.) 

Figures for dividends paid during the first six months of 195] are 
available only for the large companies the’ accounts of which are pub 
lished in the Press. On this basis it is estimated that gross Ordinary 
dividends paid by such companies during the six months were about 20 
per cent. above those for the corresponding period of 1950, and about 


m 


26 per cent. above those for the corresponding period of 1947. 


First Lord of Admiralty, House of Lords, August I, 1951 
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Profits — Common Misconceptions 


By OscaR HOBSON 


RRENT CONTROVERSY fconcemminyg 
fit) mainly concerns two points or 
her two Sets of interconnected pro- 
ns. First there is the question of 
relation between wages and 
fits, and secondly there is the 
estion of how profits should be 
isured under conditions of fluc- 
iting price levels. 
Organized labour in these days is 
‘tremely sensitive to increases in 
profits of the companies and 
lustries in which it works. A 
se parallelism is drawn between 
‘ofits and wages. If profits rise in 
ndustry it is argued by labour 
it wages should rise proportion- 
tely. Up to a point there is nothing 
rong with such a contention. It 1s 
accord with the doctrines of class- 
i! economics that a_ flourishing 
ncern or a flourishing industry 
ould offer higher wages with a 
‘w to attracting labour away from 
n unprofitable concern or industry. 
But the case put up by labour 
wadays goes beyond the classical 
eory and is in some important 
‘spects inconsistent with it. In the 
rst place the classical] theory would 


hold that in a declining industry it 


ould be reasonable for employers 
offer and labour to accept reduced 
ages. So far from admitting this, 
ganized labour now tends more and 
lore to insist On common wage 
cales for similar work throughout 
dustry. This is in accordance with 
he shallow egalitarianism which 
ow commands such wide assent, 
ut it 1s nevertheless a policy mak- 
ng for inflexibility and immobility 

industry, which means that in- 
iustry is rendered less able to cater 
or the developing tastes of con- 
umers than it otherwise would be. 


From “Thoughts on Profits,” 


Attitude of Labour 
Labour wage policy, however, 
does not stop at pressing for a paral- 
lelism between wage rates and rates 
of profit. It now seeks also to stipu- 
late that where the global profits of 
industries or of industry as a whole 
increase, global wages should also 
increase in proportion. Apart from 
the fact that the converse proposi- 
tion that, if global profits fall, global 
wages should also fall is never con- 
ceded. this is far from beng the 
self-evident proposition that it ap- 
pears to be. In an industry in which 
hanisation is being introduced on 
a large scale at the cost of high 
capital expenditure, it 1s contrary to 
all reason to suggest that the wage 
bill should continue to bear precisely 
the same relation to the profit and 
loss account as it did before Yet 
labour obstinately clings to the 
notion that it should—often even to 
the lengths of insisting that where a 
new machine renders a_ particular 
job superfluous, the men or women 
who previously did the job should 
nevertheless go on doing it-—or h2 

paid as if they were. 


Mee 


Underlying the general attitude of 
labour towards capital are some 
radical misconceptions on the nature 
of profits. The deepest-seated of 
all these is the failure to appre>tate 
the risks to which capital and its re- 
ward, profit, are exposed. This 
underestmation of risk was. as I 
Suggest. at the root of much of the 
medieval condemnation of usury. 
Profit is not a reward for doing noth- 
ing and venturing nothing. It is 
largely an insurance against the risk 
of loss of capital. To that extent it 
is not analogous to wages which are 
purely a reward for current services. 


Progress, Lewer Bros. and 


Unilever Ltd., London, Summer, 195] 
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I have criticised the labour view 
of profits, not because I am hostile 
to labour’s aspirations, but because I 
hold the view that the fallacies 
which, as I think, characterize so 
much of labour’s thinking on capital 
and profits, militate against the 
attainment of those aspirations. | 
am pro-labour and not anti-labour 
Labour cannot and will not succeed 
in achieving those improvements in 
its standards of living which it de- 
sires if it seeks to wring them from 
capital by duress inspired by muis- 
understanding and Mutatis 
mutandis, much the same might 
have been said about capital by 
labour at one ume. But the point 


is that it 1s now labour rather than 


envy 


} 
t 


mnitsa _—, mont \ i) +7) 
Cabiibali atile PLAT AL CUIIA WWHLICTE Call 


explor 


can get larger waves even 
Increasing its proportiona! 
Share. A constant slice of a Jarger 
ke may well weigh more than a 
| of a smaller cake 

now to the last, and in some 


} Vero} 


respects thorniest of current con- 
troversies on profits. Profit is * the 
surplus remaining after the 


capital has been replaced or 
vision made for its replacement’ 
(Encyclopaedia Britannica). Clearly 
the conception of capital here is 
physical capital, t.e.. the actual land 
and buildings, plant and material 


pro- 
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owned by a trading concern. T 
definition states, in other words 
that profit is to be reckoned afte: 
allowing for depreciation of 
buildings, plant and materials liabic 
to deterioration or depletion on ti 
scale needed tor ultimate reinstat 
ment 
‘Historical’ cost of assets 

This is an economust’s definit 
of profit but [ submit that it 
forms to the general popular not: 
of how profit should be arrived 
It is not, however, the concept whi 
favour with professional 
or lawyers or at any 1 
of them. These prot 


finds 
oOuntants 


thea majority 


sions think of capital and pr 
purely in monetary terms. They 
dded to what is. called 

historical cost” of assets form 
; | of a company or tra 
[In arrivir it profit, | 

r depreciation 18 Made 

yi f this “ historical cos 

he original cost of each as 

ion. If when the time con 

for the replacement of an asset, 

1 re tool s cost has ris 
P | for lepreciation 

Our not suffice to enable 
ympany to buy a machine of 
efficiet to the one needing 


placement. The company will th 


vith the alternatives eith 
(1) of buying a less efficient machi 
2) of paying for an equally efficie 
yne Out of any reserves invested o1 
which 
possess, or (3) of raising fresh capt 
on the market 
This is the principk 
Inland Revenue 
the accumulation of depreciati 
reserves out of taxed profits onl 
the extent of the “ historical cos 
of the assets It is the princip! 
adopted and restated by the Millarc 
Pucker Committee on the Taxati 
of Trading Profits which has recent 


idopted 


the which perm 








The 
Ords, 
after 


lable 
1 the 
tat 
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PROFITS—COMMON MISCONCEPTIONS 


riled. This committee turned 
all suggestions to the effect 
in computing profits for tax 
ses an adjustment should be 
to provide for changes in the 
of money. It went so far as 


iy that its own views “ were 
igly against acceptance of a 
Which involves departing 


known measures of value and 
ng in abstractions.” To the 
ird Tucker Committee a pound 
till a pound, however much its 


hasing power may diminish. 
reichsmark would. still have 
the reichsmark when it had 


‘to one-billionth of its former 
ie. To suppose otherwise would 


-e been to deal in abstractions! 


Archbishop Temple’s Submission 


( 


ihe logic of the Millard Tucker 
mmiuttee’s insistance on what it 


emed to be concrete reality would 


a more dangerous type of 
ithering capital’ even than that 
isaged by Archbishop Temple. 


Archbishop Temple. stigmatizing 
payment of dividends as “private 
es on industry,” declared him- 
in favour of the principles of 
ithering capital ” under which, as 
n as the interest paid on an in- 
tment equalled the original sum 
ested, future instalments should 
applied in reduction of the prin- 
il, and should cease when that 
been fully repaid. An investor 
ld thus, whatever the risks attach- 
to his investment, in no circum- 
ices receive back in profit and 
emption of capital more than 
e the amount originally invested. 
at the particular significance of 
“twice” may be was never 
le clear. The multiplier seems to 
1 purely arbitrary one.) 


n times of inflation, every com- 
1y would be in the position each 


385 
year of finding itself with fewer 
machines and smaller stocks” of 


material unless it went out into the 


market and raised fresh capital. 
Theoretically, that is a_ possible 
system of industrial finance. If the 


replacement cost of a machine, 
Whose historical cost is £10,000. is 
£20,000 then one could assume that 
the value of the output of the new 
machine had doubled like its cost 
and could earn interest or profit on 
the additional capital at the same 
rate as on the old. But what of the 
cost, the inconvenience and the un- 
certainties of continually offering 
fresh shares on the market? 


Declining Physical Capital 

[his extreme monetary interpreta- 
tion of profit and capital, which to 
the Millard Tucker Committee seems 
such plain common sense, is in fact 
utterly foreign to all the traditions 
and instincts of British Industry. 
Every reputable industrial company 


has always striven through fair 
weather and foul to maintain and 
improve its physical capital. It has 


assiduously accumulated — reserves, 
openly declared and “hidden.” It 
has “ ploughed back” profits into 
the business, in face of all dis- 
couragement by the legislature and 
the tax authorities. What else could 
any self-respecting company do? 
Apart altogether from the interests 
of the shareholders, what sort of 
loyalty and morale would it breed in 
managements and staffs to know 
that the natural result of inflation 
would be an annual erosion of the 
plant. machinery and materials they 
had to work with? Self-finance 
* ploughing back ” in the vernacular 
may have economic disadvantages, 
but it is the only possible method, 
In present circumstances when there 
is no longer any flow of private sav- 
ings available to industry. by which 
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industry can hope to preserve its 
real capital. It is a sombre fact 
vouched for by the Federation of 
British Industries, after expert in- 
vestigation, that despite all the 
ploughing back in recent years of 


profits which, measured in depreciat- at all; for labour which = ts 
ing pounds, appeared so “exor- unnaturally often decetved by 
bitant,” British industry, by and — fallacious economic reasoning 
large, has not fully succeeded in accountants. the lawvers and 
maintaining intact its physical Treasury. 
Dividends Under Control 
Penetrating commentary on the U.K. Government's Plan to 
freeze distributed profits to please wage-earners and 
counter inflation. 
THE CHANCELLOR) PRESENTED hus” by higher import prices and 
Budget on April 10; thus the results wage increases this year. 
of the companies whose accounts former have run into a hund 
were published in the second million pounds, the _ latter 
quarter of this year were largely officially estimated at £2,750,00 
drawn up to give effect to his tax week. The rise in dividends rey 
proposals. sents perhaps one part in fifte 


They did not, it seems, satisfy his 
wishes about dividends; but it is 
difficult to discover how _ their 
dividend decisions could have added 
any appreciable force to what Mr. 
Jay called “ the inflationary pressure 
on living costs.” 

In fact the 877 companies whose 
reports were received in this very 
active quarter increased their divid- 
end payments by little more than 
£10 million, from £52.1 million to 
£62.6 million, both figures being 
calculated after deducting tax. Ten 
million pounds may sound a lot, but 


it is tiny compared with the 
“inflationary pressure on_ living 
costs ” that is already being caused 


ECONOMIC 


DIGEST 
capital here is food for th 
there for the accountants 


lawyers Who think that a pound 
pound; for the Treasury 

Insists On taxing as profits com; 
earnings not in the true sense pr 


hundred of the nation’s 
expenditure. To pretend that 
a prime cause of inflation is polit 
not economics. 


Nor indeed is the rise in tradu 
profits a cause of inflation; 11 
certainly a consequence of inflat 
and it admittedly owes much to 
comfortable economic climate 
which Mr. Gaitskell referred in 
Budget speech. It is not a heait 
State of affairs that 877 compan 
can in a Single year increase th: 
trading profits by 274 per cent., fr 
£482.3 million to £614.0 million. 17 
is the end-product of inflation a 
rising prices, not the particular ma 
of enterprise, though that has 


From Economist, London, July 28, 1951 
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absent. The bulk of any 
“ profits ” attributable 
i period of rapidly rising prices 
not “ profit’ at all, but capital 
ssed up to look like profit. Of 
the components of the national 
me, profits make the quickest 
ponse to inflation. 


"case mn 


itle Benefit to Sharehoiders 
the tax authorities know. this; 
so do company directors. The 
al income of these 877 companies 
ter deducting depreciation, rose 
iring the past year from £454.6 
lion to £567.7 million; their total 
ibility for income tax and _ profits 
ix rose from £207.2. million to 
278.4 million. Of. an increase of 
sughly £113 million in profits, the 
ix collector claimed over £70 
iillion. Of the balance, roughly 
1+ million has been set aside for 
ontingencies and other provisions, 


£5,S00.000 retained as reserves by 


ibsidiary companies and the same 
nount retained by parent com- 
inies together with an increase of 
out £9,000,000 in their balance on 


protit and loss account. 


The ordinary shareholder has 
ceived less than a tenth of the 
crease. The average rate of 
rdinary dividend (before tax) on 
ie issued ordinary capital of these 
mmpanies is 16.2 per cent. in the 
itest year, compared with 13.3 per 
cnt. in the preceding year; in terms 
f the “net worth” that the legal 
ipital truly represents, the average 
ite Of dividend return amounts to 
5S per cent., compared with 5.1 per 
ent.. and the average return in 
irnings (taking account of profits 
ix) expressed in terms of net worth 
as fallen from 13.7 per cent to 12.9 


IEE CENT: 


Capital E:osion Disguised 

The fact remains, however, that 
the book-keeping is deceptive, in the 
sense that it does not begin to 
measure the erosion of capital that 
has been caused by the persistent 
rise in prices and taxation over two 
decades. It must be remembered 
that the second-quarter sample of 
companies includes the majority of 
the industrial giants who are more 
ready and more able than the aver- 
age run of companies to take what 
corrective measures are open to them 
towards preserving their capital 
substance. This is not nearly so true 
of the smaller public company, and 
even less true of private companies. 


The memorandum that the British 
Bankers’ Association has submitted 
to the Royal Commission on Tax- 
ation throws most valuable light on 
the financial situation of private 
companies in an analysis of the 
balance sheets of more than 1,500 
private companies that compares 
their position in 1946 with that of 
1949-50. These companies show a 
10 per cent. fall in cash holdings, 
and an increase of 118 per cent. in 
bank overdrafts. Their stocks have 
increased in value by just over 100 
per cent., and despite the fact that 
“genuine and spurious profits have 
borne heavy taxation” they have 
managed to finance three-quarters of 
the increase in stocks from reserves 
from taxed profits and by finding 
new capital. The results of the 
inquiry can be summarised in a pro 
forma balance sheet. From. these 
figures the memorandum reaches the 
valid conclusion that they amply 
confirm the general impression that 
in the postwar years the increase in 
capital resources has not kept pace 
with the rise in the financial require- 
ments of business undertakings. 
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Why Not Nationalise Undistributed 
Profits ? 


By DupLrty SEERS (Oxford) 


{ PNIN-CONICHIIOUS Proposal 


g Vv Sete \ 
Socialist lecturer in Statistics at Oxford Uniy 


4 


Most FCONOMISTS of the Left feel 
somewhat uneasy about additions 
to company reserves. 

We know that such additions play 
an important rdéle in savings. These 
undistributed profits amounted to 
£569 millions in 1950, and although 
£205 millions of this was due to pro- 
fits from holding stocks, it was still 
a considerable amount, especially 
when compared to the £332 millions 
provided by all other savings made 
by the public—in savings certificates, 
life insurance, cash in teapots, ete. 
We realise that if much of these un- 
distributed profits were paid out in 
dividends or wages. only a very 
small proportion would be saved 
and a great boost would be given to 
inflation, for purchasing power 
would be increased without a cor- 
responding increase in goods com- 
ing on to the market. 

So that from the purely economic 
viewpoint undistributed profits are 
a ‘good thing.” Yet one cannot feel 
too easy at the social effects. These 
additions to company reserves are 
ultimately available to the share- 
holders. Whether spent on plant 
and machinery or on securities. they 
increase the earning power of the 
company and thus its capacity to 
pay divideds. Some trade unionists 
with long memories have spoken to 
me of their fear that these reserves 
will one day be used to back a 
‘showdown.’ Meanwhile they per- 
mit bonus issues, or alternatively, 
increase the attractiveness (and 
price) of the shares. for even a curs- 
ory glance at financial journalism 
shows how important 1s the margin 
by which earnings exceed dividends 


“ Undistributed Profits,’ 


Socialist Commentary 


ersity 

And one cannot but feel some cor 
cern at the increasing strength the 
reserves provide for the financi 
giants. 

It would be possible to take aw: 
more in taxes, but whether o 
should do so is a matter of politica 
judgment. To do so within t¢/ 
jramework of capitalism wou! 
make ii more attractive to pay ou 
dividends (which would be the wor 
use of such profits); it would d: 
courage the search for efficiency 
and it would make firms more d 
pendent on banks rather than 
their own reserves for financing ne 
capital development. 

In my view all these results woul 
be undesirable. And the benefit 
gained would not be such as to in 
press the wage-earners and thu 
provide a great compensating po! 
itical advantage. The case fo 
outright nationalisation of industry 1 


arguable (though mistaken for the 


present), but a policy of taxing un 
distributed profits much more high! 
cannot be defended. 
Nature of the Problem 

Is there any other escape fror 
this dilemma? We need some ar 
rangement which allows and er 
courages corporate savings, but doe 
not involve a great social cost. Th 
essence of any solution must be tha 
the shareholders should not retai 
the title to such saving. The most 
obvious way ts for the company t 
issue shares covered by these profits 
To whom? Well, that depends or 
one’s political leanings. They coul 
be issued to the Government, to 
trade unions or to some body repre- 
sentative of the employees, such as 


London, July 195] 
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shop stewards’ committee or works 
vuncil. If the shares went to the 
sovernment, the dividends would 
so, and there would be no infla- 
nary effect. In fact, in so far as 
his prevented an increase in share- 
iiders’ income there would be a 
ight gain from the economic view- 
int. If the dividends were paid to 
trade union or other representative 
dy, to be passed on to employees 
relief payments in cases of hard- 
hip. or as production bonuses, or 
social outings, there would be a 
ghtly inflationary effect when the 
ayments were actually made. On 
‘he other hand, the employees would 
‘cl more strongly that they person- 
ily had gained something, and some 
vith a syndicalist tendency might 
‘refer in any case not to see the state 
ecoming a shareholder. 


Paying Taxes in Shares 
This brings us to the next point: 
what sort of shares should be issued? 
it would be bad commercial policy 
fo issue anything but “ordinary” 
hares, with a share in profits, but 
vithout a “prior claim” on them. 
But there would still be the question 
whether voting rights should go 
vith the stock, a matter once more 
rr political judgment 
The picture this conjures up of 
orking-class voters at a_ share- 
olders’ meeting, intriguing though 
t is, may rouse the traditional sus- 
picions of anything which has an air 
of “profit-sharing.” I am well aware 
that those who are opposed to en- 
yuraging any identity of interests 
hetween firms and their employees. 
ill not be receptive to this sort of 
iggestion, except perhaps to the 
iriation under which the state 
olds the shares. But I would 
int out this is basically a plan 
checking the inequality of 
ipital distribution. Over several 
lecades any such plan would 


make a very substantial difference 
to property ownership. There is 
much to be said for transferring 
capital from shareholders to workers 
—and, if | may be provocative, 
would such identity of interest be 
wholly bad in the critical decades 
that lie ahead? 


Finally, how could such a scheme 
be put into operation That is not 
really my concern here. I only want 
to put out the idea for discussion. 
But two possibilities immediately 
Suggest themselves—legislation and 
trade union action. The former 
would be most practicable where the 
Government was to hold the shares. 
An increase in the profits tax could 
be paid in shares, for example, leav- 
ing the capital at the disposal of the 
firm. The difficulty here is that the 
effect on capital ownership would be 
only indirectly equalitarian, and 
there might be a definite danger in 
having a reactionary government 
wielding the power this measure 
would give. On the other hand it 
would be difficult in many cases to 
allocate shares between a number of 
competing trade unions. My person- 
al preference therefore is for giving 
these shares to a body directly repre- 
senting employees, which must of 
course, have continuity and status 
This could be achieved by legisla- 
tion, but what I had in mind was to 
suggest a line of advance for workers’ 
industrial representatives which did 
not conflict with the Government’s 
anti-inflationary policy. Demands 
for a share in the capital which is 
amassing would be something quite 
separate from wage demands, for 
which different considerations are 
relevant. Thus workers’ representa- 
tives can press for equalitarian 
measures without having to worry 
about their inflationary effects and 
the accusation that they are violating 
the national interest. 
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Railways for Nothing 


By JUAN PERON, President, Argentine Republic 


Countries become wealthy. as do We then 
individuals. by the 
duct of. their business deals, and 


was that we paid only one-third 


sold the wheat abroad at 
profitable con- a higher price. The result of this 


they become impoverished when they the 2.029 million pesos—that 


engage in bad business. We have 
done good business. I shall give 
only two examples in order that you 
may be aware how our good busi- 
ness was done. We had to buy the 
railways. We invited the English 
to come here, and they asked 8,000 
million pesos for the railways. We 
offered 1,000 millon. Naturally 
they were not pleased. But after 
much discussion in which we, like 
all buyers, described the railways as 
scrap iron and pointed out that they 
were losing 3 million pesos a day, 
we were able, after six months, to 
get them for 2,029 million pesos. 
But then we had to pay for them. 
And since we had no money we 
paid with wheat. That we bought at 


prices which fully compensated the 


farmers and left them very happy. 


Speech, June 27. 195]. 


about 700 millions. But we did 

possess these 700 million — pes 
either. How, then, did we manag 
to pay? With the railways cam 


23.000 properties such as factories 


estancias, the transport compani 


of Furlong and Villalonga, the port 


x Bahia Blanca and the port of | 


Plata—23,000 properties in all. We 
sold some of them and with the 


money we raised we paid the 7! 
million pesos. 


Thus you see that the railway 
did not cost us a single centav: 
That is the way in which we boug! 
nearly everything without it costin 
us a single centavo. Not only hav 
we bought the railways, but we hay 
made a very great deal on all thes 
operations. 


Reported in La Nacion and Financial Times 
London, July 30, 1951. 
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Starting a New Post-War Business 
By ERNEST MARPLES, M.P. 


BUSINESSES are necessary. Also 
a condition for the healthy exist- 
of, our economy to have a con- 
flow of small businesses, as 
tinct from large ones. Small tirms 
a greater part than most people 
kK. 91.3% in number of firms 1n 
tain are assessed for Schedule 
Income lax purposes at £1,000 
ear or Jess. In amount they ac- 
nt for S$.1°. of the profits of all 
mpanies. In the range £1,000 to 
100 profit per annum there are 
ther 5.7%. Firms with profits 
ier £2,000 represent 97°, by num- 
and 75°, by value of our busi- 
SS activity. 
The two aspects of the financial] 
‘lems of a new business are first, 
raising of risk capital, and 
ondly the repaying of capital out 
the profits, or the building up of 
pital out of profits. 


When I undertook one of my first 
itracts (in a business as Civil 
vineer, launched in December, 
48) 1f Was necessary to obtain a 
irantee for an overdraft of 
1.000. Suppose one of the few 
lhonaires left in this country was 


nking of supporting me. He 
uld get 5% on his £30,000 for his 


arantee and he would pay 19/6 
the £ as tax and surtax. Therefore 
his gross return of £1,500 he 


uld get a net £37 10s. On the 


‘her hand if my contract failed and 


the 
out 
No. 


were called upon to repay 
nk, he would have to pay 
0.000. His answer must be 
Here is an interesting example, 
hich illustrates my point. Ski-ers 
WT have heard of the Gomme Ski, 


which makes ski-ing relatively easy. 
Gomme, who invented these skis, 
was Only able to bring his invention 
to a successful conclusion because 
his parents owned a furniture factory 
at Wycombe. The expenses of the 
development of the ski could be 
charged against the profits of the 
firm. If he had not had the advant- 
age of an existing firm he could not 
have raised money to develop his 
Gomme ski. So it seems clear that 


established businesses have a 
strangle-hold) on new inventions. 
New firms are at a disadvantage 


becuuse taxation 1S a major factor 


to-day. 


The prospects of repaying capital 
are no better. To make a small ad- 
dition to assets each year from 
revenue—-and it is the only way to 
run a successful business—-it is nec- 
essary to earn very much more now 
than in the old days. Take the case 
of the individual trader who, be- 
tween 1910 and 1913 made a small 
addition of £100 to his assets. That 
Same trader to-day would have to 
earn £809 to make that same ad- 
dition; that is, eight times as much. 
A limited company must make £500 
to-day as compared with £100 in 
1910 to make the same addition to 
its net assets. And that does not 
take into account the rising cost of 
raw materials. The rise of 10°, this 
vear makes matters even worse, 
because 16, more profit is required 
to replace the assets. In such ad- 
verse circumstances capital cannot 
be repaid from income. Nor is it 
possible to accumulate capital out of 
net profits. It does not pay to ven- 
ture into a new business to-day. 


From Address, Industrial Co-Partnership Association, 
London, July 24, 1951 





materials because I was not in busi- 
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Wot, No Pre-War Quota ! secured, and I have been trying 
“Difficulties caused by outside five years to secure, a plant y 
circumstances” are particularly if The old Ministry of Town 
not wholly the result of Government Country Planning, the Ministry 
policy. My greatest difficulty in civil Labour, the Ministry of Works, 
engineering has been to get the raw Ministry of Supply, the Board 
. " . Trade, and the local authority 
ness in 1938/9. Every time I am 2! concerned in this matter. 
asked, “What was your quota in All six had to agree that it 
19392" But in 1939 1 was in the desirable to put the plant yard di 
Army —a Regimental Sergeant’ jn a certain spot. I managed 
Major! Recently I tried to get some secure the agreement of four of th 
eel reinforcing rods with a diameter and just as | was getting the 

| in. and under, for a special job the first one said. “Your time | 
an oil company. The manufac- has expired: you cannot build.” 
turer said. “ What orders did you only course was to buy an exis 
place with us during the war?” The business, jettison its normal a 
Government department concerned — jties, appropriate the plant yard. 


aid. “* What your quota before — reorganise it, But the author 
© Wart then said: “You cannot expand 
But these difficulties pale into in- The answer 1s that | am expan 
mificance before the difficulty of it without permission. If they 

i plant vard. T have still not ) prosecute they can prosecute 





POPULAR OPINION IN AUSTRALIA ON INDUSTRIAL RELATIONS 


Opinion Research Corporation last conducted an interesting 
surve yn Industrial Relations in Australia which was based on a sampl 
S00 interview vith employees, emplovers and selt-employed men 
Although the result of this survey could be said to be on the whole 
favourable to private enterprise, it does indicate that a great many people 
ive MiSgivings or prejudices about business and that there is a relatively 
high degree of ignorance among the general public concerning industry 


ind commerce 


Some of the more important findings of this survey are as follows 

An overwhelming majority of employees feel that employers give 
their employees a fair deal, although at the same time the survey revealed 
lat the most common “faults of emplovers were that they were too greed 


for profit, displaved a disregard for emplovees’ welfare. showed a lack of 


-Operation and appreciation and failed to realise their dependence upon 
» workers 
About 70 per cent. of the people interviewed said that the publi 
would lose if all large businesses in Australia were owned and operated 
by the Government 
Opinion, particularly among emplovees of large firms, leans toward 
yeliet that pr fits of big businesses are WM large 


In answer to the question, which would you prefer to be employed 
by—the Government. a big company or a small business?, 37 per cent 
said Government. 37 per cent. said small business. and a minority of 26 


per cent. preferred employment with a big company 


Review, Institute of Public Affairs, Victoria, June, 1951 




















Britain’s Capital Formation 
1865—1914 


hay e 


historians 


YOMISTS 
deplored the absence of ade- 


AND 


estimates of capital forma- 

in Great Britain and the serious 
which it left in the increasingly 
l-kKnown story of the develop- 
‘nt of the British economy during 
hundred years or so that pre- 
ied the First World War. A con- 
erable amount of statistical work 
been undertaken on that subject 
recent years and there now exist 
nprehensive measurements of 
pital formation in the United 
ngdom reaching from the middle 


the eighteen-sixties until 1914. 
timates of investment however. 
from the nature of the data, 


‘mewhat tentative. 
Estimates of Fixed Cupital 
(Home) 


Decennial 


Deflated to 1900 prices (£mn.) 
rear Industrial Houses Total 
Capital Capital 
R6S 1.03] 
878 2.7419 eile, 4.034 
RRS 383 1.927 5.280 
ROS 4.047 ? 547 6.594 
Gt) 4.489 7.896 7 315 
Y14 4705 DROS 7.600 
4f current prices CcCaptte i totals POSE 
{> 766 + 1865S {8 459 pnn 
914 rs 
strlen? at hope ‘ luted or 
600 per C ry ( ce 
ronulation, 
Mrestinent abroad accwnulated | Om 
£7RS ype in RIO to some et 71 s 


» 1913 
Figures for annual capital forma- 
» during the period bring out 
st vividly the course of events 
the long run home and foreign 
vestment fluctuated in opposite 
rections. A small section of the 
ible given in the original article 

vill suffice. 


Summarised from arti le hy F, FF. 


Lenfant 


Ye ( e roreign 
Ne n.) (Ne 
1872 74 82 
[873 83 72 
1874 5 $5 
1875 Q7 28 
LR7¢ 4 
1&77 116 16 
[873 103 3 
1879 79 15 
1&& G3 6 
188] Q] 38 
188? Of) 0) 
1883 &3 24 
1&&4 74 47 
1885 67 37 
1886 59 59 
Tlie pe ak vears for home nvestinent 
were 1877. 1900 and 1905 
The peak vears for foreign investment 


were 1872. 1890 and 1912-13 

Collation of these figures with 
the balance of trade for the year 
brings out the fact that active ex- 
port of capital coincided with spells 
of relatively small import balances. 
\ high level of investment within 
Britain. on the other hand, was 
associated with a particularly large 
excess of imports over exports. as 
one would expect. A close link is 
substantiated between foreign lend- 
ing. world income. and _ foreign 
demand for British exports, further 
enhanced bv the high gearing of 
Britain’s industrial production to 
exnorts 


House Building Booms 
Concerning the distribution of 
home investment among different 
kinds of capital. one fact stands out 
the relative importance of house 
building. especially during the two 
spells of intensive home investment, 
1873-1884 and 1895-1905. but more 
so in the latter. The rate of gross 


4 ros 
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in housing to total gross 
estment fluctuated — be- 
and 45%, with an aver- 


investment 
home inv 
tween 25 


age of 373 for the forty-four 
years 1870-1913. During the two 
building booms of 1873-1884 and 
1895-1905 the ratios averaged 41 

and 52 respectively. The for- 
tunes of house building seems to 
have determined the course and 


the fluctuations of total investment 
home. 
Disregarding building. however. 
other forms of capital formation 


proceeded at a fairly high rate be- 
tween 1873 and 1883: this was the 


decade when steel was coming into 
its own and the use and production 
of machine tools spread. The crisis 
of 1873 stimulated the invention 
of labour-saving devices. Britain’s 
growing dependence on overseas 
foodstuffs was reflected in the in- 
creased demand for steel for ship- 


building. 
During the middle and late 
eighties investment fell off; but 


investment had found out- 
South Africa 


foreign 
lets in South America, 
and Australia. 
Excess 
itself felt 
in textiles, 
armaments 


capacity began to make 
after 1910, particularly 
but by this time the 
race had begun and 
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home investment rose steadily, 
the eve of the First World War 
prospects for investment abr 
began to look less attractive. 
It is of interest to compare 


estimates of investment with 
annual National Income _ figu 
from 1870 onwards. The fluc 


ations of the percentages of inco 
devoted to investment give a pict 
Which confirms existing knowled 
of economic conditions in 
period: The years of falling pri 
1875-1896, were years of | 
ratios; during the late seventies : 
early “cighties, net investment flu 
tuated between 7% and 12% of 


income. In 1894 the ratio fell 
low as 7.3%. This may be com 
pared with 11% for the whol 
period, 12.7% for the high invest 


ment spell of 1870-74 and11.9% fo 
1897-1914. 

Making all necessary reservatio 
concerning the nature of the da 
the view is taken that 
to national income, 


in relation 
investment had 


presumably reached as high a level 


in 1913 as in 1872. 
prices were high. 
ment was 15% 
vears were characterised by acti 
capital export and a high level 
employment. 


and net 


ABC 





HOW COUNTY RATES ARE 


The average County in 
sstimates that it will spend £12 
tinancial vear ending March 31, 
Fducation £6/14/8 . Health 18/6: 
5 Deprived Children 5/3 
Bridges £1/5/6;: Ge nana) and 
County Districts under Loc 


England and 
4/11 
1952 

Aged, 
Police 
Special 
al Government Act 


SPENT 
Wales 
pel head of 
The total 
Infirm 


Authorities 

population during the 
is made up as follows 
ind Handicapped Persons 
{1/0/6, Fire 6/10. Highways and 
County Purposes 15/4: Grants to 
1948, 13/4 


(sixtv-one 


The figures include both rate and grant-borne expenditure 

Thev exclude ‘expenditure on agency services, e.g. trunk roads.’ 
The item Special County purposes includes Health Services charged as 
Special County Purposes 

The total actual expenditure in the vear ended March 31. 1980, by 
these County Councils was £102. 582,887 


prepared hy 


From schedule 


Society 


of O@eunty Treasurers 


In both year 
inve { 
of net income; bot! 











rplus region for many 





Highlights of a Liberal Commentary 


Further Extracts from Twenty-First Annual Report of Bank for 


International Settlements 


(1) Rising Commodity Prices 


vider influences than those of 
-price support and special stock- 
activities ure reflected in the 
arkably steep rise in prices to 
justified by a 
responding increase in production 
ts. The relation between costs 
{ prices has, indeed, been so much 
rted that the present prices 
st clearly be regarded as scarcity 
es. The Korean boom has 
influenced the position. 
the roots of the present supply 
‘blems lie much deeper: world 
lirements of both basic food- 
fs and industrial raw materials 
e expanded greatly since the end 
re second world war without 
ng matched by a corresponding 
rease in production 
The reasons for the expansion of 
urements are to be found tn: 
)a more than 10°) per cent 
rease in population in the last 


In NO Way 


iousl\ 


ade: 


) an increase in the earnings of 
- material - producing — regions, 


inv of which had been very poor: 


iit) the formation of industries in 
ni-developed  countries—a_ ten- 
Ie) correlated with (i): 

iV) an increase in the direct and 
irect demand for foodstutls and 
terials in the older industrial 
mtries, OWing to the Improvement 
living standards through. better 
res and salaries and more highly 
veloped social services; and 

Vv) the extreme case provided by 
change-over in the United States 
i: country which used to be a 
majo 


minerals but has become, since 
1945, one of the large importing 
countries for copper, lead and zinc, 
While its surplus of sulphur has been 
greatly reduced and its surplus of 
minerals is virtually a thing of, the 
past. All along the line, the United 
States 1s taking a larger share of 
world supplies at present, as 1s 
shown by the table. 

U.S. Consumption of Materials as 
Percentage of Total World 
Consumption 

1938 1949 


Product percentages 


Woo] ‘ ES 23 
Cotton 21 32 
Sisal Ae 20 32 
Tin 32 42 
Zine 25 48 
Copper 24 De 
Rubber 46 5? 


* Average for 1935-38 

Compared with the growth of 
demand, the increase in supplies has 
been seriously inadequate. In all 
fairness, the improvement in some 
lines should be admitted: apart from 
the increase in the output of electric 
current—a matter of the greatest 
importance-—there has been a 
marked development in petroleum 
production and also in the light 
metal industries, plus an expansion 
of the capacity for turning out a 
variety of man-made materials. of 
progressively improving quality 
svathetic rubber, detergents, artificial 
textile fibres and plastics But 
igainst this has to be put the havoc 
wrought bv the war in the commod- 


Basle, June 11 1951 
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itv-producing regions of south-east- 
ern Asia and the exhaustion of agri- 
cultural soil in)’ a number of 
countries. The world crop of rice 1s 
no larger than before the war, the 
production of wheat has advanced 
by oniy 6 per cent.. while that of 
rye 1s slightly smaller than before the 
Val And to mention two other 
exumples: the actual crop of coffee 
and the exportable surpluses of 
cocoa and tea are not Vel up to pre- 
war size. Among metals, there has 
been a small increase in the pro- 
duction of copper and only a moder- 
ate increase in zinc compared with 
the best pre-war years. while the 
world output of lead remains smaller 
than before the war. 

There have been physical difficul- 
ties in overcoming wartime disloca- 
tion; but even more important has 
been the failure to push on with 
expansion schemes on an adequate 
scale, owing to a mistaken precon- 
ception of the trend of requirements 
by producers and government 
agencies, apprehensive of a decline 
in prices because of over-production 
as in the difficult days of the 1930s. 
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To contribute to the increase 
supplies, e.g.. by convincing pi 
ducers and governments that th 
commodity policies throughout 
post-war period have been larg 
based on wrong assumpwons, Is « 
of the longer-term purposes of 
International action Inaugurated 
the winter of 1950-51. But the yi 
of the land depends largely 
seasons and climatic conditio 
While the output of most met 
takes a considerable time to incre: 
especially now that the exist 
capacity is fully employed and 
not readily be expanded. It sho 
not be !eft out of account that t 
present high prices are themsel 
a powerful incentive to increas 
production. 

Neverthless. as far as rf 
materials are concerned, the suppl 
available in the western world ca 
not be substantially increased in t 
short run and it is therefore beco1 
ing largely a question of apportio 


ing the shares between the various 


countries. on the one hand, a 
between defence and civilian requi! 
ments, On the other. 


(2) Income Stabilising Prices 


In the middle of 1950 there were 
clear signs of an approach to a more 
balanced position in the different 
countries both internally and in their 
relations one with another. But, even 
so. it would be a mistake to claim 
that all was well: a probe behind the 
often very favourable statistics of 
overall output and use of resources 
reveals certain undeniable weaknesses 
still besetting the various economies 
at that time. 

(:) There can be little doubt that 
the countries which in the autumn of 
1949 sought to hold down prices by 
an increase in subsidies, etc., did so 


in the expectation that world-mar} 
prices. as expressed in non-devalu 
currencies (i.e. principally in dollar 
would decline or that at all eve: 


there would be no rise (this havi 


been the case after the devaluatio 
in the autumn of 1931). But 
rather pronounced business boo 
with rising prices, got under way 
the United States. this developm« 
being already apparent in the spr 
of 1950 (.c. well before the outbre 
of the conflict in Korea). so th 
price movements in the countri 
which had devalued were not or 
subjected to the effect of the deval 
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itself but also received an 
tional impetus from the rise in 
erican prices. The consequence 
that, far from bringing the re- 
lishment of a natural equi- 
im a Step nearer, the attempt at 
me and price stabilisation in the 
tries Which had devalued Jed to 
wing disparity between the price 
cost levels at home and abroad 
which could not be 
tained indefinitely. 
) The 


useful though it may 


pOSIUON 


policy of “income stabil- 
nave 
preventing an immediate 
ices after the 


regarded as 


market forces them- 


and the individual wage 
ements thus form part of the 
echanism of adjustment.” /f a 
ral administrative rule has to 
applied to incomes, this is in itself 
ren Oj} a lingering diseguilibrium 
mected with a redundant supply 
money, 

1) Another such sign is the 


con- 


(3) Government 


There is almost general agreement 


it in the present circumstances it 


dangerous to support the quota- 


ns of government bonds by means 


» 


newly-created credit. Not only 


Il the addition of such credit 
crease pro tanto the amount of 
inds available in the market but, 


ause these funds are derived from 
central bank, it will add to the 


‘gregate cash reserves of. the credit 
stitutions 


and thus most power- 


lly reinforce their liquidity and 


> 


eir lending capacity. 


Given the 
at demand for Jong-term as well 
Short-term credit, it is not sur- 
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tinued control over foreign trade. It 
is true that inside Europe trade is 
being liberalised by stages; but the 
liberalisation affects only trade on 
private account, and restrictions are 
being maintained more especially in 
relation to the dollar area. At a 
time when dollar imports were 
abnormally high, after the war, a 
curtailment was clearly called for 


and this has been effected; but a 
continuance of such artificial devices 
once a more natural exchange of 
« \ mnt 9 ) the poin 
f being i eu ye most 
harmful 
} | le \ Li tnes iwp~Oous 
riificial ODS ndicating lack 
the NOM ends 
! rt he susp Nat a Tair 
deere nflat i yressure 
Certain ese has been iImprove- 
ment in comparison with the days of 
the “inflationary gaps ” immediately 
afte ‘ but complete equl- 
librium between the money volume 
and the supply of goods and 
services had not vet been re-estab- 
lished in ali countries by the middle 
of 1950 , 
Bonds 
prising to tind that, in response to 


the changed market conditions, long- 
erm interest 
practically all countries. 

It is also being realised 


addition to the raising of 


rates have risen n 
that in 
interest 
other weapons that 
thus, quantitative 
restrictions may be introduced, and 
these have shown themselves almost 
indispensable when the banks were 
already in possession of large liquid 
resources. In the United States, the 
reserve ratios of the commercial 
hanks have been raised and drastic 
have been imposed on 


l 


rates tnere are 


may be 
1 


used, 


restrictions 
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consumer and building credit: in the 
latter case, the aim was to cut down 
private construction by as much as 
40 per cent. In the Netherlands, a 
new system of regulations has beer 
commercial-bank 
countries 


mposed to restrict 
credit. and nm several 

reached 
authorities 


nd the commercial banks as to the 


agreements nave deen 


oetween the monetary 
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principles which should guide t 
in granting new credits. 

There are also a number of w: 
in which the discount policy can 
strengthened (the National Bank 
Belgium, in particular, has g! 
them «a trial), two examples be 
shortening of the terms of i 
ehvible for rediscounting and ret 
to grant the rediscounting privil 


to other than genuine trade bills 


(4) Interest Rates and Savings 


A most dangerous point 1s reached 
Shen the ordinary 


boheve that the value of money will 


man begins to 


go on deteriorating, and to base his 
daily arrangements on such a sup- 
People who save by put- 
ting money in deposits or buying 
government bonds or taking out 
insurances may feel in many cases 
that whatever progress is achieved 
A senti- 


position. 


Ss made at their expense. 


ment of that kind is already not 
able in some countries-—-and 

not unconnected with the reduct 
in money savings which has m: 
itself felt in more than one mar} 
since the middie of 1950. It is 
great importance that this unfort 
ate psychological trend should 
reversed—and in this connection 


increuse in interest rates will sur 


have a certain effect, since it is a 


casily understood gesture. 


(9) Where The Gold Went 


Of the $870 million representing 
the total (excluding U.S.S.R.) out- 
put of gold in 1950 some $420 
million was estimated to have gone 
nto monetary reserves and about 
$160 million to have been absorbed 
by the arts, industry and professions 
in the western world, leaving some 
$290 million as the amount which 
probably went into private hoards in 
the East and the West. The distinc- 
tion between the industrial uses and 
private hoarding is admittedly not 
very Sharp. The two items together 
represent the gold which has “ dis- 
appeared ” during the vear. 

[here was a conspicuous cleavage 
between the two halves of the vear. 
In the first half. there was a growing 
confidence in most currencies: 1n 
free and grey markets, not only in 
Europe but even in Asia (where 


hoarding, especially in China, was « 
the decrease), the price of gold fe 
to levels not far above the offic: 
orice, and only some & per cent. 
the current output of gold wou 
seem to have gone into hoards 

the second half of the year, on t! 


} 
j 


other hand. growing fears of infla- 


tion or even invasion greatly foster 
the propensity to hoard, and 


would seem that nearly 60 per cent 


of the current output went int 
private hoards. Industrial — use 
having also taken their quota, on 
one-quarter of. the current outpu 
was left for monetary reserves in th 
last six months of 1950. But it 

interesting to note that the price 
paid for gold, although higher in th 
second _ half-year, 
below the Jevels reached in 1948 anc 
1949 


remained muc! 





Dron 
urre 








fla 


Te 
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the gold obtained from the 
monetary stock three- 
ths remained in that country as 
inder earmark at the Federal 
rve Banks for foreign account. 
formity with the Gold Reserve 
of 1934, the U.S. Treasury, act- 
through the Federal Reserve 
k of New York, has been pre- 
to sell gold for 


purposes 


OVer 


* Jegitimate 
which, in 

ctice, has meant that, apart from 
to the arts, industry and pro- 
nis, gold Nas 
tral banks, 


elury imstlitutions. 


elary 


been sold t 
freasuries and other 
Through the 

that gold purchased 
‘never offered to the U.S. authori- 
and has been made available in 
ounts “necessary to settle inter- 
tional balances.” the dollar has 
re than ever occupied a pivotal 
tion in with gold 
tlements in these post-war years. 
ESTIMATES O} 


: 
has been 


connection 
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PROFIT SHARING 


greatly he value of 
joint consultation and provides 
ndustrial 
It can be done in 
\ that it is well 
vorth while to see how others 
detail 


practical operation 


ant > t 
enhances t 


a sure basis for 

- 1 ~ 
leadership. 
SO Many Wavs 
do it To describe in 
ina wide range of industries, to 
muke detailed information 
who need it 


the questions profit- 


available to those 


to answer 


sharing raises their own 
businesses. that is the work of 
j the 


INDUSTRIAL CO-PARTNERSHIP 
ASSOCIATION 


36, Victoria Street 


S.W.| 


London 











* DISAPPEARING GOLD ”“* 


In miuliions of l S dollars 


ris 1946 1947 194% 1949 1950 

d production lst half 2nd half Total 
xcluding the U.S.S.R.) 766 RO RUS Q4 430) 438 R68 
eases in reported mons 

ry reserves 300 SO 40 47 Ri 470 
uppearing gold” 466 330) 40S 370) 110 13R 448 

s 
d absorbed by industrial use and private hoards. us well as some gold going 


unreported official reserves 


(6) Sterling 


WAS EXPLAINED in) London in 
ptember 1949 that once the policy 
devaluing the currency had been 
pted it was necessary to make a 

sufficiently deep to ensure that 

second operation of the same 
nd would be necessary. The re- 
ix of funds showed that, at any 
te for the time being, this explana- 
n was accepted. and it is true to 
that, as commodity prices be- 

to rise and, in doing so, 
rompted suggestions that certain 
urrencies should be revalued, cur- 


Revaluation 


rent opinion developed a “ bias ” 
based on the belief that, if any 
change were to occur, it would be in 
the direction of enabling the curren- 
cies which had devalued to regain 
part of what they had lost. It is 
certainly a consideration of some im- 
portance in judging the question of 
revaluation that. if such a step were 
to be taken, this might set up a 
new “bias” in the other direction, 
with all the difficulties which that 
would create for countries possessing 
far from adequate reserves. 
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Schuman Plan 
Will it help or hinder European Integration? 


By WILHFLM ROEPKE (Geneva) 


\FTER DISAPPOINTMENTS = In 
the field of European economic inte- 
gration, higher hopes than ever are 
now set on the newest experiment: 


the Schuman Plan. 


MANY 


Phe politica ce of the 


the 


CGustries 


importar 
| 
scheme for a real unio: of 


French and German heav' 


s so great that the econ st could 
ll ref the resnonsyhj/ f (nen 

Well reruSe the [e¢ pK NSID) YT. ¢ pri 
and discouraging criticism, were it 
not for two good reasons. One ts that 
h } ' , | } 
0 \ N cl il anal S ght stall 
Lh ly } t| yet he 
i SS! it 1AKE Ne v i He 
Dp ' > los 

Pla in \ | Gevelopnie 

' : 

lik ) pre t from having the 

} ee ° } + > 
Gesires Oi IWCeSS | 1 4 h I 
is th f t Schuman Pla nay 
t . cil\ ry C \{ le ca c Fl Its 
political functions, and may thus just 
pas CONSCICNC > «yf ie. 8s LOWS! 

4 ‘ ! ha ’ 

{ lid at icast not De taken as a 


experiments in 
hat is now called “functional inte- 


gration.” 


This “functional integration” is a 
muddled ide: Just as the Swiss 
Confederation was not initiated in 


the thirteenth century by a previous 
union of. the cantonal cheese factor- 
les. SO to try first to bring about a 
union of this or that sort of Euro- 
pean industry and then to expect 
this union to serve as a_ stepping 
stone to an all-comprising union 1s 
to put the cart before the horse. 
Just because Europe is 
omically disintegrated, the unifica- 
tion of markets, prices, wages, etc., 
of the different coal, iron and steel 
industries, far from paving the way 
to European integration, 
that this has already 


now econ 


SUppt SOS 


been achieved 


From * European Economic 1) 


feeration 





unless we think we can assum 
European free-trade sec 
More Et 


| 
wh 


sort of 
for a special industry. 
pean economic integration, 
ld be the aim of the Schum 
Plan, is really only its conditi 
Consequently, it is not itself a 

European economic 
Which is all the more urg: 
plan is to function. If this 
effect of the plan n 
the effect may 
Stul 


shouk 


LOWards 
Jravion, 
if the 
realised. the 
Hi not, 
verse 


Ne Joos 


quite the re 


and may 


iis remains true vnatever 


final shape of the Schuman Plan 


Danger of Super-Cartel 


Phere are numerous problems 
nossibilities which should be d 

sed his point. Particular 
there is the obvious danger that 


might be used, 
to make the Continental tron a 
steel industries more competiti' 
but to strengthen their monopolis 
tendencies and to make the propos 
1 sort of European supe 
cartel. The danger is stll a real o1 
One must be very inexperienced 
find reassurance in the fact that t 
enormous power which will be co 
centrated in the Union will 
wielded by Government officials ai 
international 


Schuman Plan 


nion < 


based on an agre 


ment between Governments. /t 
disturbing that no representatis 
Of the smail countries which. li 


Switzerland or Denmark, are oni 
consumers and not producers of ire 
steel and coal, have been invited 
take part in the negotiations and thi 
effort has been made 
safeguard thetr legitimate interest 


no visthle 


Time and 7 London June 
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ready the Swiss engineering in- 
istry has to pay for German iron 
most twice as much as its German 
npetitor. We can hardly blame 
- Swiss therefore, for feeling un- 
sy about the Schuman Plan which 
echt make matters even worse. 
rhe principal problem, however, 
whether the collectivist conception 
the Plan should prevail, for then 
Union would become a sort of 


tinental planning organisation. 


Will the “High Authority” be more 


vy than the Marshall Plan ad- 
nistration in setting up a Euro- 
‘an investment programme, imply- 
the willingness of the different 
Wernments to accept and enforce 
a European planning 


‘to shut down this or ihat plant 


favour of another country? It 1s 
king a lot for granted to admit 
it, even in a unique case, there 
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might be such willingness; it is hard- 
ly thinkable that the principle could 
be applied to more and more 
industries. 
Liberalism Versus Collectivism 
The following conclusions seem 
to be warranted. First, the Schuman 
Plan promises to become an efficient 
agent for the political integration of 


Europe and, for that reason, deserves 
+} 


our hearty sympathy In this res- 
pect--and that is the second con- 
clusion—it will be the more success- 
‘ul the less it becomes an instrument 
of collectivist and monopolistic pol- 
icles. [The third conclusion, however, 
iS vould be dangerous to look 


1 
Ipon it aS a gateway to the economic 
‘ 


ntegration of Europe and to slacken 
r orts t cn ri en ne 
| ] ° 
yn ‘ i} 1eSil ye 1 
1! 
1 Nn ae S 


method 


CHANGING PATTERN OF CANADA'S TRADI 
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Britain’s Need of ‘‘ Red” Goods 


American Politicians’ Blindness to Facts Imposing 
Ridiculous Handicap on U.K. Enterprise 


NDER THE Battle Bull, passed by 
the House of Representatives in 
Washington last week, nations trad- 
ing with members of the Soviet 
block would forfeit all military, 
economic and financial assistance 
from the United States. Provision is 
made for certain exceptions, but the 
general aim of the measure ts to re- 
pluce and strengthen the famous 
Kem Amendment, passed last June. 

Phe Administrauion has so far op- 
posed all efforts to penalise Western 
countries for trading with the Com- 
munist Staies. President Truman has 
pointed out that such commerce is 
“a two-way street,” from which the 
free nations get substantial amounts 
of coal, grain, umber, manganese, 
chrome, asbestos, and iron and steel 
products. “all of major importance 
to the common defence of the free 
world.” 

Again, Mr. William C. Féster, the 
Economic Co-operation Admini- 
strator, recently quoted British im- 
ports of Russian grain and timber 
as examples of trade that could not 
be stopped. 

A clue to the Administration’s in- 
tentuons may be found in the de- 
claration made by Mr. Charles E. 
Wilson, Director of the U.S. Office 
of Defence Mobilisation on his re- 
turn to Washington from his latest 
Furopean visit 

He then said that he wishes to 
control the distribution of scarce 
materials among non-Communist 
countries in such a way as to fe- 
duce their dependence on supplies 
from the Soviet sphere. 

How far is the U.K. likely to be 


+} 


affected by this policy } 


From Financial Times 


Recent discussions on trade wit 
such countries have been chiefly con 
cerned with trade between the U.K 
and China. British imports fron 
China, as has been emphasised a 
some length, consist largely of hog 
bristles, preserved eggs and tung oi] 


From China and Russia 


In addition, there is a growims 
import of soya bean cattle cake, most 
of which, though processed u 
Various countries, is of Manchuria 
origin. The bristles are for certair 
purposes virtually irreplaceable 
for example, in paint brushes. Tung 
too, has properties of peculiar 
value in making paint. In the con- 
fectionery trade there is no real 
substitute for Chinese eggs. 


Oli, 


Soya bean cake has a high pro- 
tein content, and is thus of great 
importance to the livestock pro- 
gramme. Imports have risen so far 
this year to about 26,000 tons. 


From Russia and Poland, Great 
isritain imports chiefly timber. coarse 
grain, bacon and eggs. 


Russian supplics of timber last 
year played a fairly large part in the 
vreatly curtailed British imports 
amounting to about one-fifth of the 
whole quantity of sawn softwood, 
750,000 standards. Imports from 
Poland totalled 44.582 standards. 


Imports of Russian barley are 
fairly substantial—last year they 
accounted for 325,000 tons out of 
imports totalling 750,000 tons. The 
home harvest was 1,595,000 tons, so 
the Russian contribution to the 
amount available in the U.K. may 
be put down at about 14 per cent. 


London, August 9 195] 
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BRITAIN’S NEED 


A significant proportion of total 
iports of maize, too, came from 
issia~—-260,000 out of Im. tons. Of 
Russia is only a marginal sup- 
er. 
Shipments of Polish eggs were 
dly delayed this spring, and there 
little sign of improvement. It is 
likely that their place in total con- 
imption will become much more 
mportant than last year, when they 
counted for about 2 per cent. of 
il supphies. 
Imports from Poland of bacon 
id ham, on the other hand, have 
ately increased sharply, and now 
iccount for about one-seventh of 
total consumption. 


Britain’s Policy 

The U.K. has always let it be 
known that the main purpose of its 
commercial agreements with the 
countries behind the Iron Curtain 
is Lo secure supplics of materials that 
would otherwise be obtainable only 
from the dollar area. There is so far 
nly one commodity in which the 
British authorities have shown signs 
of reversing this policy, and that 1s 
timber. 

Recent purchases of Canadian 
softwood are nearly as high as in 
1947, the peak post-war year, when 
imports from Russia, incidentally, 
were negligible. 

Supplies from Russia and Poland 
have so far this year been minute, 
but there has recently been a con- 
siderable purchase of plywood from 
Russia, and negotiations for between 
120,000 and 200,000 standards of 
softwood have just been completed 

From the above analysis it is 


evident that none of the materials 


that form the bulk of British im- 
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ports from behind the Iron Curtain 
is at present covered by Mr. Charles 
Wilson’s programme of allocations. 
In the U.S., for instance, neither 
course grains nor bacon and eggs are 
classitied as “ scarce commodities.” 

Softwood, it might be added, in 
view of the recent fal] in its price, 
deserves that description even less 
Thus nothing that Mr. Wilson is 
likely to do to cut down trade be- 
tween the Western countries and the 
Soviet satellites can appease Senator 
Kem and his followers 


Suggested Cuts 

It is safe to say that Wasnington 
is perturbed at seeing large payments 
in sterling being made to the Soviet 
Union and other Communist 
countries—in the first Guarter of this 
year Russia’s trade surplus with the 
U.K. was nearly £10m., and it has 
now risen to £16m.—-and may under 
pressure try to persuade its partners 
to exercise some economy in their 
purchases. 

Timber imports could scarcely 
be cut without reducing the British 
housing programme, but it might be 
suggested that any loss suffered by 
the confectionery trade through the 
disappearance of Chinese eggs 
would be a small enough sacrifice to 
make in the common cause 

There might also be a renewal of 
attempts to cut imports of coarse 
grains by reducing the annual allo- 
cation of some 600,000 tons of bar- 
ley to the brewing industry. Internal 
politics may thus compel the Truman 
Administration to embark on a 
course that would create abundant 
opportunities for Anglo-American 
disputation. 
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ECONOMIC SANCTIONS : RECOMMENDATIONS TO U.N. 

Basic principles designed to guide economic and financial collective 
action against aggression are set forth in a report to the United Nations 
Collective Measures Committee. The report was submitted by the Com- 
mittee’s sub-group on economic and financial measures 

The principles include : 

1) The application of economic and financial measures, designed to 
weaken an aggressor and to assist States engaging in collective action, 
will inevitably impose unequal economic sacrifices upon various States 
As a matter of mutual assistance, these sacrifices should be equitably 
shared to the extent possible among the co-operating States, taking into 
account the total burden borne bv them in relation to the collective 
action 

2) It is essential to have the widest possible co-operation for the 


implementation of collective economical and tinancial measures bv both 





member U.N. States and non-members 
3) Economic and financial measures. because thev have highly 
diverse applications to differing national economies. require procedures of 
ithcient flexib to permit adaptation to specific situations 
(4) Miember States should in advance and as early as is practicable 
t the necessal legal and dministrative steps in accordance with 
institutional provision to put them in a position to implement 
lective economic nd financial measures expeditious] ind eifectivels 
5S) S neasures must include steps to prevent the circumvention 
controls by States or individuals and to meet problems arising from 
tne non ‘ tion Of a Stat 
ve RY is importan that States should not de subjected to legal 
ties under treaties o ther international commitments as a conse- 
quence yt rrving ut collective economi and financial measures, and 
h 5 wide a ) Which the Untted Nations should assume respon 
bility for co-ordi on An appropriate body should be established 
this purpos 
United Nations, New York, August 1 1951 
FINANCE OF SOCIAL SECURITY IN) FRANCHI 
The following are the principal statistic on the financing of the 
sou! security systen f France Fror 1947 to 1949 ncluded 
the general system was in financial balance, but the surplus (which origin- 
ited mainly from the retirement funds) decreased each year In 1949 the 


accounts were as follows 


Receipts Expenditures 
hillion fran 
Health and retirement benefits 217 217 
Accident compensations 44 34 
Family allowances 202 195 


Total 453 446 


In 1950 there was an over-all deficit of 32 billion francs. which had 


to be financed through the Treasury 


Receipts Expenditures 

(hilli mr francs) 
Health and tetirement benefits 234 271 
Accident compensations 37 39 
Family Allowances 222 4 I 
Total 493 $25 
Balance 3? 


The report warns that the deficit is expected to increase further in 
1951. and that measures should be taken to attain financial balance with- 
out anv recourse to the Treasury 


Journal Officizl, July 1, 1951 and Le Monde, Paris, July 3, 1951 
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How Free Economy Paved the Way for 


West Germany’s Impressive Recovery 


By PrR JACOBSSON 


AS MAY BE SEEN from any series of 
figures of production and trade, the 
recovery of, Western Germany dates 
rom the middle of 1948, Le. from 
he date of the currency reform. 
For example, in 1947, the average 
volume of industrial production was 
not quite equal to 40 per cent, of the 
pre-war production, while in 1948 
it had already risen to 70 per cent. 
of the pre-war figure and by the 
autum of 1950 it exceeded the pre- 
war figure by 30 per cent. 

If evidence were needed to show 
the difference which can be made 
to a country’s economy by the intro- 
duction of an effective currency, the 
results of the German currency re- 
form provide a first-class example 
both as regards internal and foreign 
trade. In 1947 exports had been at 
the rate of $20 million a month; in 
1948 they had reached a monthly 
average of $55 million and in 1950 
of $160 million, maintaining them- 
selves at a level of about $275 mil- 
lion in the spring 1951. Imports 


also increased: but before dealing 
with the balance - pf - payments 


crisis which dominated the situation 
in the autumn of 1950, there are 
some particular points which need 
to be mentioned. 
Benefits of Free Economy 

One of these points is Germany’s 
resolute adherence to the principles 
of a free economy with the abolition 
of most internal price and invest- 
ment controls, etc. It was a distinct 
advantage that German industrial- 
ists and business men, who had 
beenein the habit of taking orders 


From Quarterly Review, 


Stockholm, 


from above, suddenly found that 
there was nobody to tell them what 
to do. and therefore forced to 
iC on their own responsibility, 


sradually regaining something of a 


were 


pirii of independence. 
For various reasons the general 
public did not really object to the 


t 
free system. After a short-lived rise 
n prices in the autumn of 1948, 
here was a distinct fall during 1949, 


rccompanied by a more plentiful 
supply of goods of all kinds. The 
German people thus found by ex- 


perience that the svstem of freedom 
unlike the previous system of plan- 
ning—led to lower prices and made 
it rather easier for the man in the 
street to vet what he most urgently 
wanted. 
Enlightened Credit Policy 

Another point of importance con- 
cerns the credit policy of the Ger- 
man banking system. While, as a 
result of the deep cut in the volume 
of notes and deposits (which had 
been an essential part of the cur- 
rency reform in the summer of 
1948), the German public had been 
starved of means of payment, and 
therefore began, without much delay, 
to replenish its cash holdings, the 


steep increase in production pro- 
vided it with a further reason for 
doing so. 

The total of the note circulation 


and private deposits rose from DM 
11,7 milliard at the end of 1948 to 
DM. 14.5 milliard in the middle of 
195 without there be'ng am 
in commodity prices. As long as 
process of replenishing cash 


Skandinayiska Banken, 
July, 195] 
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holdings went on, it was possible to 
have an abnormal rate of credit ex- 
pansion without inflationary effects. 

lt should also be remembered 
that in Germany a considerable 
pari of current savings passes 
through the credit system — thus 
making it possible for the German 
banks to grant medium and long- 
term credits on a scale exceeding 
that of most other banking systems. 

But, even if these circumstances 
are taken into consideration, ji was 
clearly out of the ordinary for the 
German commercial banks to be in 
a position to increase, without any 
inflauonary consequences, their 
short-term credits to business firms 
and individuals from DM 4,4 mil- 
liard at the end of 1948 to DM 9,1 
milliard at the end of 1949 and 
DM 10,5 milliard in the middle of 
1950: and their lomg-term = credits 
(also to business firms and _ individ- 
uals) from DM 0.4 milliard at the 
end of 1948 to DM 1.8 milliard at 
the end of 1949 and DM 3,3 mil- 
liard in the middle of 1950. 

Had it not been for these excep- 
tional possthilities of credit expan- 
ston (which were to a great extent 
dependent on the savings oj' those 
who increased their cash holdings), 
the recovery of German trade and 
industry would not have been so 
rapid. 

But the time was bound to come, 
sooner or later, when the public had 
built up what it regarded as nor- 
mal! cash holdings and, when more 
holdings had been reconstituted, the 
wholly unusual circumstances which 
alone had made the abnormally 
rapid credit expansion possible 
would have disappeared and_ far 
greater restraint would have be ex- 
ercised. In Germany it seems that 


this point was reached in the sum- 
mer of 1950; and when, in the 
following autumn, the public began 
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to reduce its cash holdings 11 orde 
to buy more goods, the result wa 
that any additional credit grante 
was liable to swell the volume «¢ 
purchasing power unduly and a 
the sume time to cause a disequili 
brium in the balance of payments 
i.ow Stocks and Rising Prices 

That is, in fact, what happened 
The conilict in Korea caught Ger 
man industrialists and traders with 
relatively slender stocks, the beliet 
having been current in Germany, as 
in many other countries, that prices 
on the world markets were likely t 
come down. The sudden change in 
outlook resulted in a widespread 
anxiety to import goods as rapidly 
as possible from all available 
sources. Through the European 
Payments Union (“E.P.U."), which 
had come into operation as from 
July 1, 1950, it was possible to 
effect payments not only in relation 
to other European countries which 
are members of the Union but also 
in relation to their overseas terri- 
tories. (These include the import- 
ant raw-material-producing centres 
of the sterling area and the rich 
North African territories of the 
French-franc area, as well as the 
Belgian Congo, the Portuguese col- 
onies, etc.) 

[he German quota in the E.P.U 
had been fixed at $320 million, of 
which $192 millon represented a 
line of credit (while the remaining 
amount of $128 million had to be 
paid in gold or dollars), so that 
Germany was thus provided with an 
important means of settiement if it 
were to run up an import surplus. 
But, to be able to buy the foreign 
exchange and to hold additional 
stocks, the German importer re- 
quired funds in his own currency 
and these funds were, for the most 
part, obtained by way of credits 
from the commercial banks, which, 
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turn, Were allowed to re-finance 
ost the whole of their increased 
iding with the German ceniral- 
inking system. 
Thus in September 1950 and in 
following month non-bank cus- 
mers obtained fresh credits for as 
ich as DM 685 million and DM 
4 million respectively from the 
mmercial banks. In the same 
-o months these banks had re- 
urse to the central-banking  sys- 
em to the extent of DM 673 million 
ind DM 648 million respectively 
\ major part of the total for the two 
months of around DM 1.300 million, 
‘qual to about $300 million, was 
used (together with earlier credits 
ranted) to finance an increase of 
mports large enough to exhaust the 
Whole of the German quota in the 
E.P.U. and draw the accumulated 
foreign exchange reserves of the 
Bank deutscher Linder down to 
vanishing point. 
Balance of Payments Crisis 
With a_ balance - of - payments 
crisis looming large ahead of it, the 
German Government in October 
1950 notified the O.E.E.C. in Paris 
of the precariousness of its position: 
and the question then arose what 
steps should be taken. Should im- 
port restrictions be imposed again 
(thereby going back on the trade 
liberalisation effected) or should an 
attempt be made to correct the bal- 
ance - of - payments disequilibrium 
(chiefly by way of internal credit 
restrictions, including a substantial 
increase in the official discount rate)? 
Had additional help from abroad 
not been forthcoming, the latter 
method could not have been 
adopted: but, after an investigation 
of the German position, the Man- 
aging Board of the E.P.U. found it 
possible to recommend the granting 
of a special credit of $120 million 
(repayable in six months from the 


beginning of April 1951); in con- 
junction with this ft was proposed 
that the German Government should 
draw up a comprehensive  pro- 
gramme designed to restore equili- 
brium in the country’s balance of 
payments. These recommendations 
were accepted by the Council of 
O.E.E.C., including the representa- 
tive of the German Government, 
and the programme asked for was 
duly submitted. 

Looking back upon the steps 
taken, it appears that the provisions 
for an increase in taxation con- 
tained in the programme were not 
implemented within the time fore- 
seen. But, on the other hand, a 
number of credit measures were 
introduced. These included an in- 
crease from 4 to 6 per cent. in the 
discount rate, a stiffening of the 
minimum reserve requirements of 
commercial banks and_ various 
quantitative limitations of credit to 
be applied by the commercial banks 
Run on Import Licences 

In November and December 1950 
Germany’s monthly deficit: vis-a-vis 
the E.P.U. was reduced considerably 
and it seemed at the time as if it 
would be possible for Germany to 
restore equilibrium without going 
back upon the liberalisation of its 
import trade. But in January 195] 
conditions became less favourable 
owing to a sudden increase in the 
volume of consumer buying and 
business stockpiling. 

In Germany. as in a number of 
other countries, this development 
reflected fears of inflation and pol- 
itical disturbances directly connected 
with the setback to the United 
Nations forces in Korea. The public 
drew on the savings it had accumu- 
lated to effect purchases and in that 
way increased the liquid resources 
in the hands of business firms, thus 
making it possible for the latter to 








finance higher imports without hav- 
ng to resory to obtaining fresh 
iccommodation from banks. 

There was, in fact a run on im- 
pot licences and, although the total 
amount of licences issued (for im- 
ports stretching Over serveral months 

come) was no higher than S590 
million and, therefore, in reality no 
higher than could be considered 

rmal on the basis of the exper- 
lence of previous periods, te Ger- 
man Government, being compelled 
account tre paucity of 


to take int 

existing reserves, came to. the 
lecision that it must suspend the 
lresh import licences as 


‘om February 21, 1951. 
E.P.U. 


YET: cr 


Position Improves 


Germany's — balance-of-payments 
position in the E.P.U. took a turn 
for the better, and soon the improve- 
ment was so clear that it helped to 
reaffirm the belief in the policy 
which had been followed, Germany 
had surpluses vis-a-vis the E.P.U. 
of Sil. $45 and $81 million in 
March. April and May respectively. 
the special credit having been more 
than repaid by the end of May 1951. 
This improvement in Germany’s 
balance of payments was due not so 
much to a reduction in imports 
(there pad been still room for sub- 
imports under licences al- 
reudy issued) as to a continued 
ncrease in exports. the c. i. f. value 

German exports to all other 
tries showing an increase of 6} 
per cent. in February. 12} per cent. 

March and 54 per cent. in April 

By the end of February 1951 the 
Council of O.E.E.C. had come to 
the conclusion that the German 
Government had had sufficient rea- 
on for the suspension of the import 
('nder these circumstances 
other countries were not entitled to 
iiscontinue the application of their 


Stantia! 
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trade — liberalisation 
relation to Germany. 

Naturally difficulties arose whe 
it came to arranging a limited pri 
gramme of German imports; but th 
conunued improvement in Germa 
exports soon provided the bas 
for a more generous allowance « 
imports and also gave rise to th 
hope that Germany might. in an 
case, resume liberalisation of trad 
in the course of the coming autumi 

Po make this possible. the cred 
restrictions which have been in 
posed would have to be retained o 
the whole, for only then could ther 
be any assurance of having an ade 
quate amount of goods and services 
avallable for export. 


measures 


Problem of Unemployment 


With less assistance from abroad 
(since Marshal] aid is tapering off 
and heavier government expend 
iture at home a lack of real re- 
sources wil very likely force Ger 
many (like most other countries in 
Europe) to curtail investments. | 
is, Of course, true that there has been 
an influx of some 9 million refugees 
into Germany—but many of thes 
are old persons, or women an 
children, who do not add to the 
working population. In so far as 
the newcomers Were employable 
they have to a very large extent 
found work. although there are stil! 
serious pockets of unemployment. 

It should be noted however that, 
unlike the situation in the 1930s. 
unemployment in Germany at pres- 
ent 1s not rampant in the coalfields 
or the highly industrialised centres 
it is now to be found largely in agri- 
cultural districts. And, there is, 
indeed. the hope that many of those 
who are registered as unemployed 
may find occasional work to eke out 
their other meagre means of support 
Under these circumstances the pres- 


(Concluded on page 411) 
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Fair Shares of Defence Costs 
By RENE STINGLHAMBER 
(Counsellor, Economic Co-operation Administration) 


HE NATIONS OF THE North Atlantic 

ireaty have reached agreement on 
vO main points. First, they have 

ettled their Mid-term Defence plan. 

secondly, they have agreed to share 

yetween them the cost of carrying 
into effect. 

Fulfilment of the first agreement 
lepends on a satisfactory working- 
ut of the second, and this presents 
4 great variety of statistical, econ- 
mic and social difficulties. The 
ipproach to a solution demands a 
lose study of conditions in each 
ountry, covering in particular the 
eserve of man-power, access to raw 
naterials, the industrial capacity 
ivailable, the extent to which natural 
esources are fully used, the budget- 
ry and monetary position and 
the balance of external payments 
Only afier a study of these factors 

it possible to assess the contri- 
bution each country can make in 
men and material, and the extent 
to which tranfers of equipment are 
required between the different 
countries. 

Statistically, it is important to 
avoid adding together estimates of 
national efforts unless, like for like, 
they represent the same _ physical 
facts. If, for example, the criterion 
chosen were the budgetary provision 
for defence, each nation would be 
empted to inflate its defence budget 
with a minimum of increase in the 
physical effort involved. This could 
easily be done by increasing the 
transfer expenditure, such as pay, 
allowances and pensions. Ultimate- 
ly, each country’s budget would 
approximate to that in which the 
ratio of physical effort to financial 
expenditure was at its lowest. 


Many of the difficulties so far 
have arisen from the lack of firm 
agreements on a measure of the 
burden to be shared. Organisations 
responsible for the study have been 
presented with budget provisions 
compiled on wholly different lines 

both as to the charges ranking as 
military expenditure and as to the 
amounts brought into account in 
respect of them, The striking 
differences in soldiers’ pay and 
allowances are only one of the 


discrepancies involved. 


Calculating the Burdens 

Once the cost of the defence plan 
can be stated on a basis of identical 
specifications, the next stage is to 
allot to each country its proportion 
of the total. After this, the account- 
ing process would comparatively 
easy. If, for example. the total 
effort required were put at 1.000 
units of account, and the forces and 
equipment made available by Bel- 
gium were valued at 75 units, this 
could be easily related to the 
country’s allotted quota. If her 
share were assessed at 7 per cent. of 
the total, her obligations would be 
satisfied and she would be entitled 
to receive equipment from partner 
nations to a value of five units of 
account. If, on the other hand, her 
quota were 8 per cent., she would 
have a debit balance and would 
have to contribute towards the 
equipment of her partners to the 
extent of five units 

For the sharing of the burden, 
perhaps the most convenient basis 
is the national income of each 
country. The estimates will, of 
course, have to be made on bases as 
nearly identical as possible. More- 


From Statist, London, June 30, 1951 
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over since all productive resources 
are not yet in use, the best criterion 
may be the “potential” national 
income, allowing for the extent to 
which existing resources are capable 
of increased production and = in- 
creased productivity. In these esti- 
mates, however, it is necessary to 
make full allowance for the limiting 
factors. In every country, for ex- 
ample, there is to be an increase in 
the number of men called into the 
forces, and thus taken from the 
national productive mechanism. It 
is important to allow for this in 
estimating what the nation’s industry 
can produce. 

It is necessary, too, to allow for 
the fact that the national income 
may, in some conditions, increase 
while the standard of living dimin- 
ishes: this may happen through a 
diversion of resources from civil to 
military production. But, since the 
increase 1s at the expense of the stan- 
dard of living, there is no political 
excuse for bringing it into account 
in assessing the nation’s share of the 
joint burden. 

Apart from this, the national in- 
come does not by itself satisfy all 
the conditions required. Some 
nations are more productive than 
others, and thus have a_ higher 
national income per head, and ex- 
ceed by a wider margin than others 
the basic minimum needed for sub- 
sisience. The method of assessing 
the national quota of the burden. 
therefore, may not after all be based 
wholly on national income, or even 
national] income per head. Methods 
to be considered might thus be 
analogous to an income tax based 
on the excess of income beyond a 
fixed minimum per head, or to a pro- 
gressively graded tax which would 
throw the larger burden wherever 
the national income per head was 
at its highest. 
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Other Factors 

A number of considerations 0) 
the financial side have also to b 
brought into account. — It is impor 
tant that the effort should be accom 
plished without impairing the finan 
cial stability of the country con 
cerned, either internally or exter- 
nally. This does not mean that ni 
contribution should be required fron 
countries which have not yet attained 
that stability; but a programm 
financed otherwise than by taxatior 
and savings is bound to lead to in 
flauionary pressure. 

Morever, the defence effort is 
capable of modifying a country’s 
external balance of payments, either! 
through the import of equipment o1 
through the diversion to military 
needs of productive resources pre- 
viously used for export. Some care 
is needed in allowing for this since, 
in principle, if all the estimates are 
fair and the burden equitably appor- 
tioned, there is no pretext for treat- 
ing one country differently from 
another according to whether the 
equipment 1s home-made or 
imported. 

Another important factor is the 
existing structure and level of taxa- 
ion. When this is related to the 
national income, it becomes clear 
that a higher level is less support- 
able in some cases than in others 
In considering this, however, bud- 
get items which are no more than 
transfers of income from one pocket 
to another (such as social expen- 
diture) must clearly be ruled out of 
account. Perhaps, indeed, the weight 
of taxes for transfer purposes is the 
main political cause of resistance to 
higher taxation in some countries. 

Apart from these factors it is 


necessary to examine the division of 
the national outlay between con- 
sumpuon and saving, and the reper- 
cussions on this division which may 
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expected in each country as a 
lt of the financial aspects of the 
ice effort. 
is clear from this analysis that 
problem of defining the burden, 
sharing it fairly, bristles with 
complications. Administra- 
ly, the easiest course might in the 
{ be to compute simply the total 
ncial charge arising from certain 
ic expenditures (e.g.. infrastruc- 


. headquarters) and the carrying 
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out of a co-ordinated armament pro- 
gramme. After a review of the 
various criteria, it should be possible 
to agree “global” sharing co-efh- 
cients, such as those already applied 
with general satisfaction in relation 
to various specific problems. In 
practice. the mations are ready 
enough to accept co-efficients, even 
if they do not think them perfect. 
so long as they relate to only a part 


of their defence budgets 
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sate of unemployment is not 
such a kind as could be remedied 
a fiduciary expansion of credit. 
is an illusion to think that a 
assive credit expansion can be set 
foot without creating difficulties 
the balance of payments—-and 
ch difficulties may not only 
parise the continued tmport of 
iw materials but also cause anxiety 
home, and thus lead to a reduced 
of savings. In such circum- 
tances, the net result might soon be 
ot more but less employment. 
Fortunately, a policy of credit 
restricuon, although reducing the 
Jum: of German investments 
omewhat, need not increase the 
lumber of unemployed, because of 
he strong foreign demand for Ger- 
nan products and therefore the 
osstbility of a greater degree of em- 
yoyment in export trades. Not 
intl Germany can pay for tts im- 
ports by its own exports will either 
Germany's own emplovers and em- 
pioved or its foreign trade partners 
be able to feel any real security. 
Four countries in western Europe 
have to import about 40 per cent. 
f their food requirements: Great 
Britain, Germany, the Netherlands 


ind Switzerland. Until quite 
recently western Germany could 
ount on obtaining a_ substantial 


RECOVERY—(From page 408) 
part of its requirements from the 
eastern half of the continent. Latterly 
(like the other three countries in 
the group) has had to import almost 
all its food and raw materials from 
the west. 


Proper Credit Policy Needed 

There is litthe doubt that the re- 
sourceful and hard-working German 
people will be able to earn suffic- 
rent foreign exchange through their 
export trade, provided that they can 
count on receiving the same trading 
conditions in foreign export mark- 
ets as their main competitors. Under 
the trade liberalisation inaugurated 
by O.E.E.C., Germany enjoyed the 
benefits as other countries. 
Now that it has itself had to go back 
upon the liberalisation measures it 
introduced. it will. of course, only 
be abl> to retain the advantages ex- 
tended to it abroad on condition 
that it can restore liberalisation of 
its own trade without undue delay 
and thus offer corresponding advant- 
ages to other countries in its own 
market. Since the continuance of a 
restrictive credit policy is one of the 
main means of securing a safe re- 
turn to liberalisation, the import- 
ance of following an appropriate 
credit policy reaches far beyond the 
limits of purely financial consid- 
erations. 


iT 
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Let’s think again about the 


Integration” of West Europe 
By MICHAEL A. HEILPERIN (New York) 


The Fourth of July address 
delivered in London by General 
Eisenhower has brought back into 
prominence the issue over Western 
Europe's economic integration. 

This term first sprang into pro- 
minence on October 31, 1949, when 
Paul Hoffman used it in his address 
to the Council of O.E.E.C. In the 
two and a half years that separate 
these two speeches relatively little 
progress has been accomplished in 
the direction of European integra- 
tion. This 1s many and 
complex two of which are 
of our own (American) making. 

In the first place, “ integration ” 
was not a good word to be slogan- 
ized in view of its considerable 


due to 


reaSons, 


aMoDigily. In «the Second. place, 
our own authorities have backed 
the method of “ gradualism,” 1.e., 
movement toward unity by means 


of “little steps for little feet,” a 
doubtful way to reach striking 
results. 

In addition to “ gradualism,” we 
have depended very much upon 
customs unions, an approach of 


limited scope and uncertain results. 
Finally, our approach to European 
problems has been too exclusively 
European. The experience of the 
European Payments Union—the 
major experiment in integration— 
clearly shows the rather narrow 
limits of what can be accomplished 
by a gradualistic and excessively 
regional approach. 

It seems to me that we would do 
well to substitute for the slogan of 
integration that of European free 


trade. or 


From Letter, “New 


a close approximation of 


York Times,” 





it. What 1s needed, most of all, is 


the elimination from Western 
Europe of exchange controls, 
import quotas and travel restr 


tions. The second phase of e 
nomic unification might involve 
drastic lowering of intra-Europe 
tariffs, leading up to the creation 
a free-trade area. Along with it we 
need a co-ordination of central ban} 
ing policies so that currencies cou 
remain convertible with one another 
and, as seems feasible under prese 


conditions, convertible with tl 
dollar as well. 
Phe breakdown of intra-Europea 


barriers is closely associated with 
] ' - r 


the reintegs in of Western Europ 


C it oer e rs 58 | 
Great Britain and the sterling ar 


into a wide net-work of multilatera! 
trade—also including the Unite 
States, Canada and part or all 


Latin America. 


There is no economic solution for 
Western Europe outside of th 
broader multilateral economy of th 
non-Soviet world. 

One final comment. The eco 
nomic division of Europe buttresses 
the political divisions, and its dis 
appearance will foster closer politica! 
Actually economic nationalism 
seems to be stronger in Continental 
Western Europe today than is politi- 


ties 


cal nationalism. However, _ this 
movement toward unity will take 
time. Yet there is something that 


is even more urgently needed and 
which, fortunately, can be accom 
plished very quickly—effective co 
ordination of the defence economies 
of Western European countries, 
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rhaps the principal stumbling to General Eisenhower's heart, con- 

k incurred by Co-ordinator — sidering that the armies he is build- 

Herod of the North Atlantic Defence ing up desperately need equip- 
Procuction Board is the lack off ment. While pursuing, therefore, 
ralized direction of the defence the goals of economic unity in 
iomies of most European coun- Western Europe, particular attention 

If Charles Wilson had should be paid to the need of 





ce site numbers in each of the organizing nationally, and of co- 
t ( pean capitals, Mr. Herod’s task = ordinating internationally, the eco- 
ae ild become feasible. nomic defence efforts of — the 
igi {his must be a matter very close N.A.T.O. countries. 

c 

lve af” ‘ ‘ ; es 

nee CHURCH AND FINANCE 

, ; The annual outgoings of the Church of England total £17,864,000 
On Ol Endowments from the past and collections, donations and the like from 
it we present adherents contribute almose identical amounts of annual income 
yan to cover the expenditure, but leave a deficit of £258,000. There are 12.240 
Se parishes, covering between them practically every acre of England, each 
are with an incumbent and sharing 2.400 assistant clergy. The average cost of 
Other a parish, including maintenance of buildings and furniture, and * over- 
ese heads ’, is about £1,250 a year. 

t! * Overheads ” include salaries of bishops and their staffs, education of 
candidates for ordination and administration. °*The Church manages 
to get its administration done at only 53 per cent. of all its costs.” he 

pea Church Commissioners (constituted in !948 by amalgamation of the 
with Ecclesiastical Commission and Queen Anne’s Bounty) administer interest 
ie on endowments amounting to about £7 million a year. Over 7,000 out 
rae of 12.000 incumbents have a net income from their benefices unde! 
are £SO0 a year. It is estimated that in 1938 the Church spent £16 million a 
iteral year against the present figure of £17.864,000. The average. contribution to 
nite the Church of members (i.e. those on electoral rolls) is 1/2 a week. The 
hol Church needs an increased income, and thinks that the people can afford 
: it since England spends each vear per head of population (men, women 
and children) about 12/8 a week on tobacco, alcohol and entertainment. 
| The Church has no revenue whatever from the State 
1 fe From The Work and Revenues of the Church of England, Church 
th Information Board, London, August 7, 195] 
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ECONOMIC RESEARCH COUNCIL MEETINGS 
The following arrangements have been made for the autumn 


Sani Wednesday, October 10, at 8 o'clock: Mr. R. F. Harrod on ‘ Sterling 

POSES Revaluation?’ 

dis Wednesday, November 7, at 8 o’clock : Miss Marion E. A. Bowley on 

tica some aspects of the * Housing Problem ’ 

lism Wednesday, December 5, at 1.1 (Lunchtime meeting) Mr. J. Patrick 

viva Early on * The Profit-Sharing Idea: Practical Experiments’. 

“ntai Each address will be tollowed by questions and discussion. 

dhiti- Mr. R. F. Harrod is University lecturer in Economics. Oxford. well- 

this known also as author and as biographer of Keynes 

take Miss Marion Bowley is on the staff of the Department of Political 

that coomeny, University College, London, and an authority on the Housing 

- proolem. 

anc Mr. J. P. Early is a director of Charles Early & Co. Ltd... Witney 

om Mills, Oxfordshire, where profit-sharing is practised 

co: All meetings are in the Angus Room, 55, Park Lane. London, W.1, 
and will be presided over by Mr. lan Mactaggart. 

Mies 


Non-members are welcome. if thev will kindlv notify their intention 
to be present to the Secretary. Economic Research Council, 18. South 
Street. London. W.1 (GROsvenor 4581) 














Family Allowances Must Go Up 


By R. M. TitMuss 


(Professor of Social Administration, University of London) 


THE CONTINUING RISE In the cost of 
living in Britain with wages and 
salaries also moving up Dut often 
with a considerable lag in t:me, is 
steadily increasing the pressure of 
of rationing by price on married 
couples with children. The greater 
the rise in costs and wages, the 
greater it will benefit, in relative 
terms, single people and married 
couples without dependent children. 

The basic reason is, as Eleanor 
Rathbone was never tired of point- 
ing out, that wages and salaries take 
no account of family responsibilities. 
When she put forward, in 1927, her 
scheme of 5/- a week for all child- 
ren, that figure represented a much 
more generous family allowance 
than the present scheme. For a 
family with three children, the ad- 
dition of 15/- to average earnings 
of about 65/- a week in 1927, re- 
presented about a quarter of the 
family’s income. To-day, the 10'- a 
week for three children with average 
earnings around £7 Ss., the addition 
is only 7°%% instead of 25°94. The 
rise in the cost of living has wiped 
out a very substantial part of our 
present Family Allowance Scheme. 


Beveridge’s Eight Shillings 

It is also important to recall that 
the Beveridge Report (para. 265) 
recommended in 1942 that children’s 
allowances of 8/- a week should be 
paid for all children except the first. 
on the assumption (and this is the 
essential point) that the cost of living 
after the war was 25%, higher than 
in 1938. It is now. on the Govern- 
ment’s own index of the value of 


the pound, over a 100°, higher th 
in 1938. This means, tor a family 
three children, that the family allo 


ance addition now works out, 
terms of 1938 values, at aroun 
Is. 7d. per week per child. More- 


over, tf account is also taken of t 
fact that the cost of clothing ar 
footwear for children has_ trebl 
rather than doubled since 1938, the 
figure of Is. 7d. would over-sta 
the present value of the allowance 

We may look at this question 
terms of the recommendations of the 
Beveridge Report and adjust the 
proposed figure of 8 - to take 
account of the rise in the cost 
of living since the Report was 
issued. When this is done, we find 
that it would mean a family allow- 
ance of approximately 13/- per wee! 
to-day. The difference between 13 - 
and 5/- represents the differen 
between the recommendations of 
the Beveridge Report in 1942, and 
what, in actual fact, is in operatio 
to-day. 

Already many families are facing 
considerable economic hardship. |: 
is stll true, as it was in 1910, 192 
and 1930, that children are th 
primary cause of poverty in family 
life. This has been less true in th 
last five or six years than at an 
time in the last hundred years. But 
now, judging by the present econ 
omic outlook the poverty that goe 
hand-in-hand with children is com 
ing back to Britain. 

I suggest that the present allow 
ance of 5 - a week for all childrer 
except the first should he increase: 
to 10/- a week 


From Lecture, London, June 27, 1951 
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Business Taxes in U.S.A. 


What is Revealed by Study of the Hundred Biggest Companies 


it PROGRAMME now. before Con- 

ss calling for the third stiff in- 

‘ase in corporate income taxes 

ikes umely an examination of the 

ealth of information on the taxes 

‘eady being paid by corporations, 

. given in their annual reports for 

50. The figures of the large com- 
yanies serve as good illustrations 

‘cause they are given promptly and 
n detail, as measured by total assets 

the year-end. Taxes paid or 
iccrued in 1950, by the 100 largest 
n-financial corporations in_ the 
('nited States totalled over $12,000 
million or almost 16 cents out of 
every dollar of sales. 

rhe figures include federal, state, 
local and foreign taxes of seemingly 
endless variety income, excise, 
sales, gross receipts, old-age retire- 
ment, unemployment compensation, 
franchise, license, real and personal 
property, etc. Of the total, federal 
income and excess profits taxes 
amounted to $4,900 million, while 
other federal, state. local, and foreign 
taxes which the corporations paid 
lirectly and charged to operators 
came to $4,300 million. In addition, 
there were sales and excise taxes 
collected and remitted by some of 
these companies, but not included in 
their profit - and - loss accounts, 
amounting to $3,000 million. 

For the 24 largest railroad systems 
in the group, total tax payments last 
vear, including the federal taxes on 
freight and passenger traffic, amount- 
ed to $1.180 million or 15.6 per 
The 20 largest 
utility systems supplying electricity 
and gas paid taxes of $562 million or 
18.9 per cent of revenues. The 
American Telephone and Telegraph 


System had total taxes, including 
those collected on phones and on 
calls, of $999 million or 26.6 per 
cent. of revenues. Four of the largest 
retail organizations had taxes 
of approximately $362 million or 
5.0 per cent. on sales. 

For the 5] largest manufacturing 
corporations, taxes last year totalled 
$9,100 million. General Motors paid 
$1,536 million, Standard Oil (N_J.) 


$571 million, Distillers Corp.-Sea- 
grams $464 million, American 


Tobacco $453 million, R. J. Reynolds 


Tobacco $398 million, Schenley 
Industries $333 million, General 
Electric $299 million, U.S. Steel 


$297 million, Liggett & Myers $282 
million, and Texas Company $275 
million. Some of these big com- 
panies handle more tax money than 
most of the State treasurers. 

For the manufacturing group, 
total taxes represented an average of 
16.5 per cent on sales, but for dif- 
ferent industries the rates varied 
widely. In those lines subject to 
heavy excise taxes the ratio of taxes 
to sales rose steeply, as shown in 
the summary by industry groups. 


How Taxes are Passed On 


Most types of taxes come in time 
to be regarded as part of the regu- 
lar costs of doing business and are 
passed on to the purchaser when- 
ever possible. While the ability to do 
this varies greatly, of course, from 
company to company, and is affected 
oy such conditions as changing de- 
mand and price controls, in the end 
prices generally must be adjusted to 
costs if business is to remain healthy 
and have incentive to go ahead. 


From Monthly Letter, National City Bank of New York, July, 1951 
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The tendency over a period for 
increases in taxes to be passed on, 
with litle effect on net profit mar- 
gins of business as a whole, may 
be seen from the statistics of income 
covering all corporate business in 
years of comparable activity. In 
1929, for example, when the federal 
income tax rate was only II per 
cent., all U.S. nonfinancial corpora- 
tions paid taxes of approximately 
$1,100 million and had net income 
equivalent to 5.4 cents per dollar 
of sales. In 1949, despite an in- 
crease in the federal normal tax and 
surtax rates to 38 per cent. and a 
nine-fold increase in tax payments 
to $9,600 million, the net income 
represented an average margin of 
4.4 cents. per sales dollar, only 
moderately narrower than when the 
tax rate was much lower. 


In the case of public utility com- 
panies, whose rates charged are fixed 
by local regulatory authorities to 
vield a fair rate of return after de- 
ducting all operating expenses in- 
cluding income taxes, an increase in 
federal taxes would not only have 
to be passed on to the public, but 
would actually require twice as large 
an increase in the revenues before 
taxes required to yield the same re- 
turn. This is because every dollar 
of increased income is itself half 
absorbed by the federal taxes. For 
example, a utility system with 
taxable income of $1,000,000 now 
nays at the 47 per cent. normal and 
surtax rate approximately $470,000 
in federa! income taxes and has 
£530,000 left. For it to have the 
same amount after paying taxes at a 
S2 per cent rate. as now proposed. 
would require about $1,100,000 of 
taxable income. Thus, what upon 
the surface appears to be an increase 
of only 5 points. or $50,000 actually 
turns out to be an increase of 
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$100,000 1n payments by the publi 
and in federal taxes collected, 
Laxes, Jobs and Dividends 

For the 100 largest companie 
combined, the reported total assets 
including plant and equipment, plu 
current assets of cash, government 
securities, receivables, and = inven 
tories, aggregated $85,000 million a 
the vear-end. This represented ai 
average of over $16,600 per em 
ployee. For the major divisions of 
business, the average investments pe! 
job ranged from about $7,000 fo: 
trade and $14,000 for manufacturing 
up to $22,000 for railroads and 
$53,000 for electric and gas utilities. 

These 100 companies furnished 
employment last year to a total of 
approximately 5,100,000 men and 
women. Largest employers are the 
Bell Telephone System with 602,000, 
General Motors 465,000, U.S. Stee] 


288,000, General Electric 184,000 
Bethlehem Steel 136,000, Penn- 


sylvania Railroad 125,000, Chrysler 
Corporation 117,000, Sears Roebuck 
117,000, Standard Oil (N.J.) 116,000, 
and New York Central 111,000. 
Payroll figures, reported by 83 
companies in the group, showed an 
average annual compensation of 
about $3,750 per employee—includ- 
ing in many Cases the cost of pen- 
sions. hospital insurance. and other 
employee benefits. Based upon this 
average for companies representing 
&9 per cent of the total employment 
of the group. the total payroll may 
be estimated around $19,000 million. 
For every $100 paid in wages and 
salaries, $65 was paid in taxes. 
These 100 largest corporations are 
owned by a_ total of 7,200,000 
registered shareholders. While the 
total number of registered share- 
holders contains, on the one hand, 
duplications to the extent that some 


(Concluded on page 420) 
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Progress Report to Congress 


By President HARRY S. TRUMAN 


FOLLOWING IS a summary of 
nomic developments in U.S.A. in 
first half of 1951: 

its second half year since the 
rean outbreak, our economic 

lisation for defence made 
irtening Since _ the 
idle of 1950, the economy's over- 
yutput has increased at a faster 

than in any previous postwar 
Price and wage inflation, 
npant in the first weeks of. 1951, 

checked by the imposition of 
eral price and wage controls at 
end of January. Soon thereafter 

partly as a result of this action, 
iionary pressure subsided 
porarily as consumers moderated 
buying 


progress. 


abnormal rates of 
vernment spending for 

iefence production mounted at 
1ccelerating pace, however, pre- 
gy a yrevival of inflationary 
ssures later on 


Dat lh ha 
LsOUT) On the 


defence 


production and 
ibilisation sides, the record leaves 
n tor Improvement 


‘lanpower 


imployment has increased sub- 
intially during the last vear, with 
nemployment falling sharply, the 
| labour force growing at about 
normal rate, and our 


ice the 


rmed forces more than doubling. 


n-agricultural employment, after 
‘panding rapidly following — the 
rean outbreak, has been relatively 
ible in 1951, while agricultural 


mployvment has continued its long- 


In June, 
employment was 
300,000 higher than in 


in, year-to-year decline. 
‘tal = civilhan 
1 SOO,000 
ine 1950. 


While there is not yet any over-all 
manpower shortage, we do_ face 
serious shortages in certain skilled 
trades and professions, some of 
which have been long-continuing 


Unemployment in the first six 
months of this year was 1,800,000 
lower than in the same period last 
year. In June, it reached the lowest 
level for any June since World War 
[]—2,000,000. The average dura- 
tion of unemployment as well as the 
number of people out of work, has 
Working hours, which 
lengthened considerably during the 
second half of 1950, declined some- 


what during the first half of this 


deciined. 


vear. In June, the average work 
week in manufacturing industries 


vas 40.8 hours, compared with 40.5 
hours in June 1950, with all of the 
increase Occurring in durable goods 


industries. 


Production 


Production of goods and services 
is a Whole (as measured by gross 
national product in constant prices) 
was more than 5 per cent. higher in 
ihe first half of 1951 than in the 
second half of 1950, and about 10 
per cent.. above the first half of last 
year. 

Industrial production, which 
soared in the last six months of 
1950, increased from an_ index 
figure of 218 in December to 223 in 
April. But since then, because of 
raw materials shortages, cutbacks, 
and slackening of civilian demand, 
the over-all index has shown no 
change. 


The continuing high rates of agri- 


Washington, July 23, 1951 
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cultural production indicate that our 
supply of foods in the vear ahead 
Should be at least as great as in the 
year just passed, and fully adequate 
for normal requirements. The 
demand for food, however, is 
unusually high. Fortunately, current 
crop prospects afe encouraging. 
Production of cotton will be sharply 
expanded this year. 
Prices 

Prices at mid-year 1951 were far 
their levels a vear earlier, 
reflecting largely the surge before 
the general ceiling price regulation 
vus issued at the end of January. 

Wholesale prices were stabilised 
by mid-February, and tended down 
Shghtly in the second quarter, 
returning by mid-year to a level only 
slightly above that at the time of 
the general ceiling price regulation. 
In June, farmers were, on the aver- 
age, receiving prices equivalent of 
106 per cent. of parity, but there were 
wide differences among commodities. 
Throughout the second quarter, 
wholesale industrial prices were in 
a very slow but steady decline, and 


aADOVE 


} 


at mid-year were at about their 
January level. 
Consumers’ prices. which were 


climbing about 14 per cent. monthly 
in the buying wave at the turn of 
the year, increased only 0.9 per cent. 
from February to May. reaching in 
the latter month a level of 8.9 per 
cent. above that of June 1950. 
Retail food prices were 2.5 per cent. 
higher than in January. They 
moved down 0.3 per cent. in June, 
but were 11.7 per cent. above June 
last vear. 


Wages 

Wages continued to rise in the 
first half of 1951, but at a diminished 
rate. Eight cents an hour from July 
10 December 1950, increased by 


3 


hour ft 
January to June of this year. Wee 


almost five cents an 
earnings in durable goods mai 
facturing advanced almost $3 
during the first six months of 19 
but rose only ten cents for work 

in non-durable goods manufacturing 
during the same period. 

Work stoppages have not bee: 
serious problem so far this ve 
While the number of stoppages w 
higher than in the comparable 
period of 1950, total man-days of 
idleness were at considerably lower 
levels. 

Profits 

Profits of corporations, before 
taxes (not adjusted for changes 
inventory valuations), are estimat 
to have reached a new record 
annual rate of $50,000 million in the 
first half of 1951. The level est- 
mated for the second quarter of 
19S1---S48,500 million is below the 
peak of nearly $52,000 millior 
reached in the first quarter. It com- 
pares with $37,500 million in the 
second quarter of last year. Corpor- 
ate profits after taxes, reflecting 
higher tax rates, averaged $22,500) 
million for the half year, compared 
with $19,000 million in the same 
period of 1950 and a peak rate of 
nearly $28,000 million in the fourt! 
quarter of last year. 

The net income of non-agricu’- 
tural unincorporated business, after 
dropping off in the fourth quarter of 
1950, reached a new peak in tl 
first quarter of this year, and the 
declined. The net income of far 
proprietors moved steadily upwarc 
from mid-1950 to the spring of 195 
reaching an estimated annual rate ©! 
$17.000 million in the second quarter 
of this year. This was $5,000 millio: 


higher than last vear. but $1,50 
million short of the record level in 
the second quarter of 1948. 
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\ioney and Banking 
Money and credit developments 
the first half of 1951, in contrast 
h the general expansion occurring 
the first six months after the 
rean outbreak, were divergent. 
fhe privately held money supply 
cluding demand and tme 
posits), declined in the _ first 
irter of the year, under the usual 
pact of personal income tax pay- 
nts. and then expanded in the 
cond quarter. 
[he total loans of all commercial 
inks increased about five per cent., 
nearly $3,000 million, between 
OQ and I9SI. During the same 
riod a year earlier, the increase 
is four per cent.; in the second half 
L9SO, it was about 17 per cent. 
Mortgage credit continued to rise in 
he first half. of 1951, but at slower 
rates than in the last half of 1950, 
is credit restrictions took hold. Con- 
imer credit outstanding, after soar- 
ig $2,400,000.000 in the second half 
f 1950, declined by about $900 
nillion in the first six months of 


YS]. 


Personal Income and 
Expenditure 

Personal income rose _ nearly 
$6,000 million (annual rate) in the 
first quarter of 1951 and, advancing 
almost $6,000 million more in the 
second quarter, reached an annual 
rate Of $250,000 million. | Despite 
the tax increase, personal income 
after taxes rose from an annual 
rate of $215,000 million in the last 
quarter of 1950 to $217,500 million 
in the first quarter of 1951 and 
$223,000 million in’ the’ second 
quarter. 

Consumption expenditures, 
following roughly the same pattern 
as in the last six months of 1950, 
spurted in the first quarter of 195] 


to a rate of $208,000 million and 
then declined to an estimated annual 
rate of $203,000 million in the 
second quarter of this year. In 
constant prices, consumption in the 
first half of 1951 was about two per 
cent. less than in the second half of 
last year, 


Saving and Investment 

Net personal saving, under the 
impact of the first quarter buying 
Wave, that quarter, 
to have amounted to only four and 
five per cent. of disposable income. 
In the second quarter of 1951, 
Savings apparently rose to between 
eight and nine per cent of, disposable 
income—the highest rate of the post- 
war period, but far below the rates 
attained during World War II 

Gross private domestic investment 
in the first half of this vear reached 
a record level of $62,000 million at 
a seasonally adjusted annual rate, 40 
per cent. higher than in the same 
period last vear. and I5 per cent. 
above the second half of 1950. 

Plant and equipment expenditures 
reached a new high in the second 
quarter of 1951, nearly one-third 
above the corresponding quarter of 
1950, with the increases concentrated 
in outlays for industrial facilities 
directly or indirectly serving the 
securing programme. 

From the Korean outbreak to Mav 
the book value of. inventories in 
manufacturing and trade rose at a 
record rate. Inventory accumula- 
tion slowed in the first quarter of 
1951, but then in the second quarter 
rose again, as sales failed to meet 
expectations. In May of this year, 
the ratio of inventories to sales 
dropped slightly, but was close to 
post-war highs. At the retail level, 
the inventory-sales ratio was con- 
siderably above any previous post- 
war figure. 


is estimated, 
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While new construction activity need for imports raised the trade 
was at a record level of about deficit from the annual rate of 
$32,000 million (seasonally adjusted $3,000 million in the final quarter 
annual rate), in the first half of 1950 of last year to more than $5,000 
the most striking change has been million in the first quarter of this 
the increasingly sharp fall since year. Price inflation during the 
February in seasonally adjusted new first half of 1951 became more and 
private housing expenditures; the more clearly a world-wide problem 
credit controls have begun too to with most countries suffering greater 
take hold. But private industrial post-Korean price increases thar 
and public construction have far the United States. 
exceeded the levels of a year ago Government Finance 
International Transactions Government finances 1n the firs! 

International transactions of the six months of the vear involved ; 
United States in the first half of temporary surplus of federal receipt: 
195] reflected the expansion of over expenditures, as the growth of! 
United States exports and levelling defence expenditures lagged for the 
off in imports. as our very heavy time being behind the increase 1 
get surplus wa 
export surplus increased from $41,000 million in the first half oi 
an annual rate of $2,500 million in calendar 1951, and $3.500 million u 


post-Korean buving eased somewhat taxes The bud 
4 dove 
\ 


the fourth quarter of 1950 to an — the fiscal vear ended June 30, 1951 
estimated $5,800 million in the The Government’s total cash receipts 
second quarter of this year from the public. including socia 
Largely as a result of increased) security and other transactions a 
military aid, total net financing of well as those appearing in budget 
foreign transactions, including export accounts exceeded payments to the 
of military equipment, by the U.S. public in the first half of 1951. by 
Government rose from an annual $6,900 million or bv $3,900 million 
rate of 54,500 million in the last hen adjusted for the seasonal peak 
quarter of. 1950 to $5,100 million in in receipts in the first quarter. 
the second quarter of 1951. With I-stimates of changes in State and 
the greater export surplus. the out- Local Government finance indicate 
of gold and dollar assets from that in the first half of 1951 the 
the United States was greatly smal! deficit. incurred by these 
educed. Governments in the last six months 


In Western Europe, the increasing of 1950 was virtually eliminated. 





BUSINESS TAXES IN U.S.A.-4Continued from page 416) 


people own stock in more than one survey by “ The Exchange ” maga- 


of these companies, it does not show, zine, published by the New York 
on the other hand, the large number Stock Exchange, covering the major 
of beneficial owners whose stock is investments of seven large college 
registered in the name of a single endowment funds and three large 
bank, broker, insurance company, charitable foundations, lists as the 
investment trust, or nominee. most popular the stocks of 17 com- 

Large blocks of these stocks are panies. 15 of which are also in the 
owned also by educational, religious. list given here of the 100 largest non- 
and other institutional investors. A financial corporations 
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Costs of Distribution 


By SiR GEOFFREY HEYWORTH 


The idea that a determinable percentage of production costs 
vhonid cover distribution costs ts fallacious; there is in fact 
no criterion 


IAT IS TH XPLANATION of the 
xh margins which sometimes he 
etween the amounts the producer 
-eives and the consumer pays? 


One answer is that there is no 

vious reason why the costs of pro- 
ducing an article should always be 
higher than the costs of distributing 
it. In most countries it costs less to 
catch a fish or to grow a lettuce 
than to carry it hundreds of miles, 
pass it on to the right retailer and 
have it available for the consumer, 
fresh, nearby and at the right time 
of the day. And all the time the 
cost of distribution must cover losses 
from deterioration or even unsale- 
ability. 


There is, therefore, no reason to 
assume that the difference between 
the amount paid by the consumer 
and that received by the producer 
should never exceed a certain per- 
centage. A difference of as much 
as 100 or 200 per cent. may be quite 
justified. It all depends on the rela- 
tive costs of the services rendered 
by the producer and the distributor 
to the consumer. This relationship 
differs widely for various articles. 


Another factor which accounts 
for difference in “ spread” between 
the production cost and the con- 
sumer price of various articles is the 
rate of turnover at the point of sale. 
\ margin of 34 per cent. on a drug 
of which one package is sold gives 
the same gross return as a margin of 
17 per cent. on a grocery item of the 
same price of which two packages 


the same time. That is 
why certain articles have retail 
*mark-ups “ as high as 30 or 40 per 
cent., while others leave a sufficient 


return at 1S or 20 per cent. 


' 
are soi IN 


But even within the range of one 
article or one group of articles it is 
not possible to find a standard rate 
which could be regarded as the right 
reward for the services of the 
distributors. That is because there 
is variation in the quality and the 
costs of, the services they render. 


A similar variety exists in the 
operations of wholesalers and manu- 
facturers. and is reflected in their 
costs. Some wholesalers have to 
supply shops many miles apart and 
poorly served by roads, whereas 
others have many customers close 
together in large cities. Some stock 
and distribute a wide range of 
articles, others specialise. Some will 
deal only in unbroken cases, but 
others, for instance in the drug trade, 
will deliver one-twelfth of a dozen 

and may provide a_ delivery 
Service every day. 


Varying Distribution Factors 

The manufacturer also — uses 
various methods in making his con- 
tribution to distribution. He may 
sell direct to the retailer, or through 
wholesalers, or use both methods. 
His advertising costs vary, depend- 
ing on many considerations, for 
example the price and the frequency 
of purchase of his product. Services 
to the trade such as assistance in 


From Chairman's address, annual meeting of shareholders, 
Lever Bros. and Unilever Ltd., London, July 12, 1951 
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keeping their stocks at an appro- 
priate level and flowing smoothly. 
which includes such things as 
frequent deliveries and helping the 
retailer to make displays, cost more 
than simply handing the goods over 
to a wholesaler. 


With all this variety required to 


meet different conditions for differ- 
ent products, how can there be 
any one standard margin for 


distribution? There is no hard and 


fast criterion. 


As producers of daily necessities 
in many parts of the world we have 
had this lesson brought home to us 
by our own experience. The distri- 
bution cost of our leading brand of 
Margarine in our main markets in 
Western Europe, example, 
currently averages 23.7 per cent., of 
its consumer price, excluding pur- 
chase tax. This includes our adver- 
tising, selling and transportation, and 


for 


the wholesaler’s and __ retailer’s 
margins. In soaps the distribution 
averages, obtained from countries 


within the same area, work out to 
30.7 per cent. on hard soap, 36.9 
per cent. on soap powder and 47.3 
per cent. on toilet soaps, a consider- 
able variation. The kind of circum- 
stances affecting such figures are 
illustrated by a still more extreme 
case, that of. toothpaste which, as 
everyone will appreciate, is mostly 
sold by chemists who have to pro- 
vide eleborate services, and also has 
a slower rate of turnover. The cost 
of distribution of toothpaste in our 
average calculation is 62.7 per cent. 
of its consumer price, excluding 
purchase tax 


Efliciency and Freedom 


What then can be done to stimu- 
late the drive for efficiency in this 
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‘rom the ou 
set we should realise that in answe 
ing that question we are faced wit 
one of the fundamental problems « 


much disputed field? 


societ\; freedom of choice for th 
consumer or rigid planning by pri 
ducers or governments. Under th 
latter it would be simple to increas 
efficiency in distribution by reducin 
the number of selling points so tha 
each point reaches a_ technica 
optimum of turnover, confining thei: 
range of action to the immediat 
neighbourhood around them, allow 
ing only a limited number o 
standardised products, replacing th 
element of selling to the retailer by 
allocation, and abandoning advertis 


ing. 


During the war and the post-war 
period, the restrictions from whic! 
we all suffered brought about con 
ditions which were not unlike the 
rationaliser’s idea of efficiency. 


Nobody liked it. The retailet 
complained about the wholesaler, the 
wholesaler about the manufacturer 
and the housewife felt herself at the 
mercy of her suppliers. 


This is inherent in all proposals 
which seek to enforce efficiency in 
distribution by radical elimination 
of alternatives. When discussing 
efficiency in distribution we should 
in my opinion, start from the recog 
nition that freedom of choice for the 
consumer is essential. 


If there is waste in this system 


and there is bound to be some waste 


as compared with the icv ideal of 


the rationalisers, it is the price we 


pay for one of the elementary free: 
doms of mankind. It is 


price we pay for technical progress 


also. the 
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‘lon 1 
\lso Worth Reading 
\. F. T. at the Crossroads by HEINTZ HEYMANN, Quarterly Review, Skandinaviska 
Banken, Stockholm, July 1951. 
Dollar, the Pound. and Oil by Hans G. TONNDORF, Quarte! Revi 
kandinaviska Banken, Stockholm, July, 1951. * Settlement of the dollar issue 
f oil is an outstanding example of what can be achieved by constructive, inter- 
iuional co-operation . . Europe has taken a big step towards economic 


ibility and independence.’ 
ins Transport—Service or Burden by A. G. MARSDEN, Progress, Lever Brothers 


| and Unilever Ltd., London, Summer i951. The author is transport adviser to 
| 1 

company. His commentary is practical, but severely critical 
| Statistics (East Indian Ratlway) by J. SINGH, Sankhya, Indian Journa 


r 


tatistics, Calcutta, March 1951. Plea for modern statistical techniques, such 
s ure in use in U.S.A. and Britain 
Cost of Living, Labour Research Department, London, July 1951 (pamphlet 
d.). A timely publication, with the bias of judgement (against American stock 
piling, tor instance) that 1s to be expected. 

Changes in Distribution of Milk Costs by P. A. MANNING, Farm Economist 
Oxford, No. 9, 1951. 


ition from the Land in England and Wales by G. P. HirscH, Farm Economiss 


Oxford, No. 9, 1951. * Output per man has probably risen in this country by 80 
90 per cent. over the last seventy years .... The drift from the land was 
t necessary condition for increasing well-being of our people . . . In this country 


with an agricultural population of about 5 per cent. of our total gainfully 
ccupied population we have probably gone as far as we can safely go.’ 
icy Supply in New Zealand, Reserve Bank of New Zealand, Wellington, May 
YS] A collection of fourteen articles on banking technique, simple enough 
o be understood by the ‘man in the street’ (Who needs something of the 
ort), but carefully and accurately done and well written. 
elective Credit Control—a New Instrument of Monetary policy, Midland Bank 
Review, London, August 1951. A most useful survey—especially to students 
of practice in Australia, New Zealand, Sweden, France, Canada, U.S.A. and 
K 


Utility Schemes, Their History and Present Operation, Midland Bank Review, 
London, August 1951. An admirable chapter of modern history, showing the 
steady change of emphasis throughout the ten years of * utility” scheme in 
Britain. 

he Tourist Trade and Canada’s Balance of Payments, Commercial Letter, Canadian 
Bank of Commerce, Toronto, June 195]. Canada’s favourable balance on 
tourist traffic in 1950 was 53 million dollars (credit 275 m., debit 222 m.). Of 





the credit item, 94 per cent. came from American visitors The pattern of 
tourism in Canada is fascinating and quite different from anything experienced 
in Europe. 

»b Evaluation as a Basis for a Fair Wage Scale by J. J. Gracie, The Times Review 
f Industry, London, August 195] 

luality of Bulk Trade Textiles, The Times Review of Industry, London, August 


1951. A description of new techniques and a study of their use and value 
p-Value European Currencies? Monthly Letter, National City Bank of New York, 
Iuly 1951, *Up-valuation of currencies, accompanied by tightened restrictions 
on convertibility, would be a step backward in European reconstruction 
European currencies suill trade at discounts Recent strengthening of 
European currency positions is due (largely) to U.S. dollar gifts and grants.’ 
Ine Way Only, Soctalist Commenta London, August 195] \ severe criticism 


from incomparably the most intelligent of left-wing periodicals of the 


| sYublication of the /? Ay rarre faction 
reedom from Poverty by W ARTHUR Lewis, Socialist Commentary London 
| 
} 


recent 


fuvust, 19571 It was an open secret that Protessor Lewis was the leading 
draftsman of the U.N. Report on * Measures for the Foeonomn Development 
of Underdeveloped Countries’ (see Economic Digest, Puly 1981) That 
point to his commentary on certain aspects of the report 


VIVES 
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Workshop Representation by ELLEN MCCULLOUGH, Socialist Commentary, Lon 
August 1951. The author is Secretary of the Education Department of 
Transport and General Workers’ Union, and discusses this matter as a 
union problem which is a long way from being solved 

Profits and Progress: Wages and Profits; Productivity--Key to Plenty, 
Institute of Public Affairs, Victoria, Australia, June 1951. These three it 
belong together. Although they are concerned with Australia they show 
certain problems are common to a large part of the civilised world toda 

Hungary’s Five Year Plans, Economic News from Hungary. Hungarian News 
Information Service, London, June 1951. One pamphlet deals with the res 


of the first five-year plan and another with the objectives of the next. A 
usual the story is largely in percentages of unspecified quantities, but the rep 
re by no means entirely complacent. he review, for instance. presents 


only results but * shortcomings.’ 

Fvoluzione nella struttura merceologica degli scambi jinternazionali by RENs 
AFFICANO, Bancaria, Rome, June 1951, A study of the changes in composit 
of Italy's trade by commodities, showing on the whole a rapid turn towa 
pre-war patterns. 

Considerazion: sullindustria olearta by CARLO ToORRIGLIA: Problemi dell indus 
molitoria by G. G. DELL’ANGELO, Rivista do Economia Agraira, Rome, No 
1951, Studies of the Olive Oil Industry, which is under pressure of competit 
from seed oils; and of the difficulties of the Milling industry. 

The Over-Population Problem in Post-War Japan by TOKUIRO MINOG!t CHI. Meas 
ment of Standards of Living of the Working Classes in Japan by Kazi 
OHKAWA, Annals of Hitotsubashi Academy, Tokyo, April 1951, 
fhe authors of these studies are both on the staff of the Hitotsubashi | 
versity. The publication is in English, and is admirably produced. 

Local Taxation Internationally Compared by Leo T. Littre, Local Governm 
Finance, London, August 1951. The growing centralisation of power pri 
to be characteristic of the whole of Europe. Britain merely has the distinctic 
that ‘the decline in the importance of local taxation during the last two deca 
has been much more marked here than elsewhere;’ and. that ‘ with the excepti 
of Belgium, the share of local authorities in total taxation is lower in Brit 
than in any of the other eleven countries’ of Western Europe. 

informing Employees, Royal Bank of Canada, Montreal, July 1951. * Every sury 
designed to find out what employees want to know stresses their desire f 
facts about the company .. . . The house organ is a popular institution. Th: 
are 353 listed as published in Canada and 5,200 published elsewhere.’ 

Profit and Loss by BERTRAM NELSON, Accountancy, London, August 1951. Large 
concerned with the problem of proper provision for depreciation and 
measurement of profit. Light-hearted asides make for easy reading. For instan 
‘In an unplanned business, things just happened, i.e., they cropped up. Ont 
other hand, in a planned business, things still happened and cropped up and s 
on, but you knew exactly what would have been the state of affairs if th: 
hadn't. (Ascribed to ‘the late Mr. Mark Spade, noted for his success 
running a bassoon factory’). 

Financing Internationa! Trade by H. G. Hopper, Accountancy, London, August 19 

Surveys of Investments of Banks (India), Reserve Bank of India Bulletin, Bomb. 
June 1951. A detailed study with twenty-three statistical tables. The periox 
compared are as at the end of December 1948, June 1949, and December 194 

Wirtschaftliche Koordinationspolitik und Weltwirtschaft, by HANS BAYER, Econon 
Internazionale, Genoa, May 1951. Neither * principles of commercial libert 
nor international economic planning’ can meet the needs of the day. Econom 
co-ordination is the only means to collaboration internationally, and the natio 
of Europe must not rely en half measures. 

Diewesentliche Bedingung des Gleichgewichts der Zahlungsbilanz. by ALEXANDI 
Maur, Economia Internazionale, Genoa, May 1951. An examination of th 
problems which were not included within the scope of Wieser’s (1914) studi 
of exchange rates. The author assumes the free international movement 


capital. and wants a Central Foreign Exchange Control Administration 1 


assure the balance of foreign credits and liabilities. 
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